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This 1s a report for the Task Force on the Structure of Canadian 
Industry. This report has too many limitations to list in detail. To 
believe that one could say very much of significance on a subject as 
unexplored, broad and complicated as Canadian Direct Investment Abroad (CDIA) 
after two and a half months of full-time attention, is folly. If this report 
does no more than draw attention to the fact that very little is known about 
CDIA, that the finding out of anything really worthwhile about CDIA would 
take a research team at least a year, that there are very complex anomalies 
surrounding the concept of CDIA, and that in certain areas there may be a 
fundamental insurmountable research impasse because of the possibly heavy 
interdependency of the research methodology used and the results obtained -- 
if this report does a few of these things, then it may have been a worthwhile 
expenditure of time and resources. 


A number of people have contributed to the content of this report. 
Very little could have been said about Canadian Direct Investment Abroad 
without the closest possible consultation with Mr. E. B. Carty and his 
assistant, Mr. David Buxton at DBS. Both these gentlemen had severe ccnstraints 
placed on them by the Statistics Act in terms of the information they could 
make available to an outside researcher. While these legal constraints often 
seemed unnecessary and proved frustrating to this outside researcher, the 
generous hospitality of Mr. Csrty and Mr. Buxton served to make the realities 

of the Statistics Act slightly more palatable. 


This report could not have been prepared even in its present highly 
"survey" form without the capable assistance of Mr. Ken Dancyger and Mr. 
Richard Schultz, the two research assistants associated full-time with the 
project. Nor could the report nave been completed without the stenographic 
skills of Miss Lillian Verral. 


This report is not in publishable form: the calculations in the 
statistical appendix upon which the summary tables in the text of the report 
are based, have not been recalculated to check against errors; some essential 
' footnotes are missing both on grounds of the limitations of time and because 
of agreed upon non-attribution. Above all, this report 1s knowingly speculative 
and such speculation has not been thoroughly tested with others who have 
accumulative wisdom in specific areas. The author is quite willing to revise 
this report for publication (with the, necessary deletions) by January Ist, 1968. 


T torn BR EY 


Department of Economics, Timothy E. Reid 
York University, kead of the Project on 


Toronto. Canadian Direct Investment Abroad 
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DIRECT INVESTMENT ABROAD BY FIRMS LOCATED IN CANADA 
(Canadian Direct Investment Abroad, CDIA) 
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Definitional Note 


In this report the DBS definition of direct investment 
is used, unless otherwise noted. Canadian Direct 
Investment Abroad (CDIA) includes that investment in 
enterprises abroad by firms located in Canada in which 
those firms are known to have 50 per cent or more of 
the voting stock of enterprises outside Canada. Some 
other enterprises abroad are included in which firms 
located in Canada have less than 50 per cent of the 
voting stock: DBS includes such investment in its 
calculations of CDIA on the grounds that "effective 
control" is held by the Canadian located firm over the 


foreign enterprise. 


An attempt has been made in this report to distinguish 
CDIA ownership and "control" over the decision-making of 
a foreign enterprise by a firm located in Canada which 
owns a proportion of the voting stock of a foreign 
enterprise. The concept of "control" is further modified 
where possible into "potential control" and "exercised 


control", 
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CHAPTER 1 


PURPOSE OF THE STUDY 


£ 


The general purpose of the study is to examine direct investment 
abroad by firms located in Canada. The study itself is part of a broader 
study on the structure of Canadian industry that emphasizes foreign direct 
investment in Canada. To a considerable extent Canadian direct investment 
abroad (CDIA) is the reverse of foreign direct investment in Canada (FDIC), 
and accordingly many of the questions that can be asked about FDIC can also 
be asked about CDIA. A few of these questions have been raised in this report. 
While an attempt has been made to integrate the answers to these questions, 
the report does not have a sharp or single focus. 


i 


The conceptual problems and limitations surrounding an analysis 
of FDIC also surround a similar analysis of CDIA. Some of these problems 
and limitations depend upon the questions which are asked. What is the 
most relevant definition of direct investment in terms of such questions? 
What are the limitations of the present definitions used to calculate official 
DBS series? What is the significance of classifying direct investment as 
non-resident and resident owned and/or "controlled"? In addition to owning 
a proportion of a firm's equity, what techniques for controlling or influencing 
decision-making within a firm with international operations are possible 
(monopoly, monopsony)? Where is the line between "control" of decision- 
making and "influence" over decision-making within the firm? One purpose of 
this report is to discuss such conceptual problems with respect to CDIA. 


Tr 


There is also a purely descriptive purpose at both the macro and 
micro level. What is the size of CDIA in terms of various measures? What 
is the geographical distribution abroad of guch investment and what changes 
have taken place over time? What is the industrial composition of CDIA and 
what changes have taken place over time? To what extent is CDIA owned and 
"controlled" by a few firms in Canada and what changes in the degree of 
concentration have taken place over time? What is the degree of non-resident 
equity in, and control of, CDIA and what changes have taken place over time? 
What is the size of dividend receipts over time? 


At the micro level there are also purely descriptive questions, 
particularly pertaining to the 18 firms for which profiles have been done. 
For example, what are some of the characteristics of firms engaged in CDIA? 


In this report, the degree of systematic integration of the macro 
and micro data and information is not as great as it would have been if a 
further month of research time had been available. Similarly with the degree 
of integration of macro and micro analysis. The validity of such integration 
would have been greater if time had permitted the completion of the 33 firm 
profiles as originally intended rather than the 18 which were actually 
completed. 


IV 


Another purpose is to offer possibl3 explanations for CDIA having 
arisen and for changes in its relative geographical distribution, industrial 
detail, etc. The explanations offered will be based both on general theory 
and on the 18 firm profiles. Why have firms undertaken CDIA? Is there any 
evidence of a common reason, or is it specific? Why have they chosen CDIA 
to generate external revenue rather than relying on greater exports, licensing 
arrangements, purchases of foreign portfolio securities, etc.? Why is not 
more or less CDIA? Why have they chosen particular countries for their 
direct investments? 


V 


Another purpose is to examine some of the relationships between 
CDIA and Canadian Federal Government policy. For example, what is the 
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policy, if any, of the Federal Government concerning the accumulation of 
CDIA in foreign countries and specifically the flow from Canada of direct 
‘investment to foreign countries? 


Are there any national objectives concerning CDIA? If there are 
national objectives, do firms located in Canada assist in achieving those 
objectives? Or, postulating possible national objectives concerning CDIA, 
what specific Government policies could be employed to assure that CDIA firms 
assist in achieving those national objectives? Moreover, specifically with 
regard to external consequences, how might the U.S. Federal Government 
(in particular) react to various Canadian national objectives pertaining to 
CDIA? And finally, should the Canadian Federal Government have a policy 
with respect to CDIA? 


VI 


Another purpose is to raise questions about the internal decision- 
making of CDIA firms. What information about a CDIA firm is necessary before 
an analysis can be attempted concerning the decision-making process and 
relationships between parent companies in Canada and their wholly-owned or 
partially—owned enterprises abroad, for example, decision-making regarding 
capital expansion, market access and market sharing, pricing of goods and 
services exchanged between parent and subsidiary? (What are the diverse 
research methods and strategies that could be used to generate such internally 
sensitive information and how reliable are these diverse research methods? 

To what extent does the selection of a particular research method determine 
the conclusions that are generated by using that method?) Does the resident 
and non-resident ownership characteristic of CDIA firms explain anything about 
any observed variation in the performance of such firms or do other character- 
istics offer better explanations (nature of the industry within which a CDIA 
firm operates)? A special Appendix on the question of decision-making within 
a direct investment firm has been prepared. 


VIlI 


Another purpose of the study is to touch on the questicn of whether 
or not CDIA enterprises are judged by their host nations to be good or bad 
"corporate citizens". What are the definitions of "corporate citizenship"? 
What are the criteria for evaluating this citizenship? 


VIEL 


It was expected from the outset that the content of original research 
in this 221 (2 month study would be minimal. Time and resources precluded 
anything more than a pulling together of the scattered material on CDIA in 
some reasonably ordered way, as well as an exploitation of existing information 
to arrive at a few speculative conclusions. 
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Chapter 2 


Summary of Some of the Conclusions 


Economic Costs and Benefits to Canada of CDIA 


1. It is impossible in this study to arrive at a net economic cost 

or net economic benefit figure to Canada of the present level of CDIA 
assets (and the annual increments in those assets). A rigorous evalua- 
tion of this aspect of CDIA would have to be most specific in terms of 

the short run and long run time-horizons used to arrive at a quantitative 
conclusion. Also, the assumptions relating to indirect economic effects 
would have to be made explicit. Also, economic growth per se may only 

be one of several economic objectives of Canada. These are but three 

of these factors which would have to be carefully taken into account. 


2. It is doubtful that economic costs and benefits to Canada can be 
calculated solely from an examination of existing aggregate statistics 
on CDIA, From the 18 Firm Profiles completed in this report, it would 
appear that the total economic costs and benefits of CDIA having arisen 
should be built up from depth case studies on both the firms engaged in 
CDIA and firms engaged in substitute activities which result in foreign 
earnings: it would seem necessary to calculate, at the micro level, 
the opportunity cost of CDIA not only in terms of less investment in 
Canada but also in terms of exports, licensing revenue, portfolio invest- 
ment, which are the direct substitute means of generating foreign 
earnings. 


3. Some examples of why a built -tip micro approach would appear to be 
the most productive approach to this question may be helpful. Cominco 
has a 45 per cent ownership interest in Mitsubishi Cominco Smelting 
Company Ltd. of Japan, which purchases lead concentrates from the Pine 
Point Mines Ltd. in the Northwest Territories (69 per cent owned by 
Cominco). It is tempting to conclude that these exports of lead concen- 
trates from Canada are an economic benefit to Canada which resuited from 


this specific CDIA by Cominco (assuming 45 per cent ownership is classified 


as CDIA rather than portfolio investment, a conceptual question which 
also has an important bearing on the economic costs and benefits aspect 
of CDIA). However, some increase in exports from Pine Point to Japan 
might well have taken place without Cominco getting involved via direct 
investment in Japan. Therefore, in calculating the economic benefit to 
Canada of Cominco's direct-investment, induced exports would have 
to be netted out. Furthermore, it could be argued that Cominco could 
have used the investment resources in Canada for production facilities 
and purchased lead concentrates from Pine Point and then exported a 
proportion of the increased output. Whether or not the economic benefits 
to Canada of an alternative use of the investment resources that went to 
Japan would have béen greater than the direct investment usedwould have 
to be calculated in great detail on explicit assumption. Alcan has 
direct investment in bauxite mines in Guyana, Jamaica, France and the 
Malay Peninsula. It is an import creating kind of direct investment 
which some balance-of-payments economists might consider an economic 
cost to Canada in certain situations. Yet production of manufactured 
products in Canada might be less without these direct~investment dauxite 
mines abroad. On the other hand, techniques other than direct investment 
might have resulted in reliable sources of bauxite (portfolio investment, 
long-term import contracts, ete.) which might have entailed less capital 
outflow from Canada. These few aspects of CDIA would have to be care- 
fully coisidered in an attempt to calculate the economic costs and 
benefits of Alcan's activities outside Canada. 


4. The question of possible greater taxation revenue accruing to the 
Canadian Government from an alternative use of CDIA funds in Canada is 
another aspect of the cost and benefit question. Specific relative 
disincentive policies on the flow of direct investment funds abroad vis- 
a-vis investment in Canada might not result in greater Government 


revenue (see Chapter 12(c)). 
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5. The flow of Canadian entrepreneurship abroad in association with 
CDIA is another important aspect of the economic cost. and benefit 

to Canada question, particularly if it is assumed that this is a 
relatively scarce factor of production in Canada. It could be 
arpued that these entrepreneurs are underemployed in Canada because 
of lack of opportunities, whereas they are fully employed abroad. 
Such questions would have to be explored in depth. 


6. The question of foreign owership and potential/realized "control" 
of CDIA would have to be analysed in depth to judge the extent to 
which such ownership and control affects the economic costs and 
benefits of CDIA to Canada. 


7, The question of the reaction of foreign governments (as well as 
foreign businessmen) to a change in Canada's "non-policy" regarding 
CDIA would also have to be considered (see Chapter 12(a)). 


8. These are but a few of the questions that would have to be raised 
in a thorough research study on the economic costs and benefits of 
CDIA to Canada. Such an objective is not an objective of the present 
study. A judgment on whether or not, from the economic point of view, 
Canada should have more or less CDIA would depend on the results of 
such a study. 


Research Methods and Limitations 


1. What research that has previously been done on CDIA has been 
primarily as an aspect of a broader subject, for example, the Canadian 
Balance of Payments. CDIA does not appear to have been studied as an 
integrated area of economic and political activity. 


2. CDIA firms in Canada were most co-operative in supplying publicly 
available information directly to this project to facilitate research. 
Most of their subsidiaries abroad referred requests for information 
pertaining to their operations to their respective head offices. 


3. The Statistics Act severely restricted DBS from supplying outside 
researchers with essential information. 


4. In conjunction with #3 above, the short research period for the 
completion of this report prevented proper sampling from the total 
population of CDIA firms for selected firm profiles. Consequently, 
generalizations from the selected firms concerning the total popu- 
lation of CDIA firms are open to serious doubts. 


5« The short research period plus a serious methodological difficulty, 
did not allow an analysis of decision-making behavior of CDIA to 
be accomplished. 


6. No attempt was made to formally correlate the aggregate statistics 
pertaining to CDIA and other possibly related statistics. 


7. The research approach used in this report is an ad hoc approach; 
it could better be described as a survey of existing publicly 
available data and information - a gathering together in one place 
of what is available and sorting it out in some useful way. 


8. The conclusions are often highly speculative: more must not be 
made of them than the research methods will allow. 
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Conceptual Problems and Limitations 


te There are several conceptual problems and limitations surrounding 
an analysis of foreign direct investment. One such question has to 

do with the reasons for changes over time of the value of CDIA assets, 
their geographical distribution, etc. Statistical reclassification 
between portfolio investment and CDIA, for example, could account for 
a large part of such changes along with new CDIA flows from Canada. 


fe Another central question is the relationship between a statistical 
definition of "control" based on ownership of equity and realized 
behavioral control of decision-making over a foreipn enterprise (which 
may exist with a minimal level of equity ownership). The distinctions 
between "potential control", "realized control", and "controlling 
influence" also are difficult to make. 


Agprepate Statistics 


‘ih Between 1954 and 1964, CDIA assets grew at a more rapid rate than 
total long term external assets and gross external assets. 


Et Between 1954 and 1964, the rapid growth of industrial/commercial 
(excl. beverages) CDIA assets was the most significant factor in the 
growth of total CDIA assets. Such assets increased their percentage 
share of total CDIA assets from 31 percent in 1954 to 41 percent in 
1964. 


ce Between 1954 and 1964, the growth of CDIA assets in the U.S. was 
much less than in the R.O.W. The U.S. relative share of CDIA assets 
decreased from 76 percent in 1954 to 69 percent in 1964. There is 
evidence to suggest that if the definition of CDIA were changed to say 
a 35 percent rather than 50 percent ownership level (with a few special 
cases), the U.S. share might be substantially less. 


4. In every industrial classification used by DBS there was a 
relative shift away from the U.S. to the R.O.W. (except in railways 
which are located completely in the U.S.). 


ar The ratio of CDIA assets to FDIC assets declined from 23.5 percent 
in 1954 to 21.4 percent in 1964. The ratio in 1926 was 22.2 percent. 


6. For the eleven year period, 1954-1964, accumulated dividend receipts 
on CDIA equalled accumulated CDIA outflows from Canada. 


7. In 1963 the 13 largest firms (in terms of their book-value of CDIA) 
accounted for 70.3 percent of total CDIA assets. Tne next 8 
largest firms accounted for an additional 7.2 percent. The next 
38 largest firms accounted for an additional 11.5 percent. The 
remaining smaller firms (probably 300-350 firms) accounted for 
the residual (11.0 percent). Thus, a total of 21 firms accounted 
for almost 78 percent of total CDIA and 59 firms for 89 percent 
of the total. Whether or not there has been a significant change 
in the "domestic" concentration of control of CDIA since 1954 is 
OP iCuly TOs iuage. 


8. Non-resident ownership of CDIA equity increased from 37 percent 
in 1954 to 47 percent in 1964. This change does not necessarily 
mean that foreign citizens increased their relative share. 


9. Non-residents "controlled" 27 percent of CDIA in 1954 and 43 per- 
cent in 1964. This change does not necessarily mean that foreign 
citizens increased their relative share. 
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Characteristics of 18 Firms Engaged in CDIA 


l. There is a marked preference among the firms studied to locate in 
well-established politically stable areas such as the United States and 
Europe. 


Da The "international" firm such as Alcan or Massey—Ferguson is more 
likely to have CDIA than a "national" firm such as Fraser Companies Ltd. 


Be There has been a marked relative shift away from U.S. investment by 
firms such as Alcan, which are investing relatively more in Oceania and 
the Caribbean than in North America, and Polymer which is in Europe. 


ee Vertical interration as in the case of Alcan or Distillers Corporation- 
Searrams Ltd., is a prominent motive for CDIA. 


os A hypothesis which could be tested in a more detailed study is: 
are non-resident firms such as George Weston Ltd. more likely to indulge 
in CDIA than resident corporations such as The Dominion Stores? 


Why Firms have Enpaged in CDIA and their Choices between 
CDIA and their Choices between CDIA, Exports, Licensing 
and Portfolio Investment 


ike The desire to gain maximum reliability and a continuing source of 

a factor input, i.e., bauxite for the production of aluminum, is fulfilled 
when the parent company has as much "control" of the subsidiary as is 
possible. 


Ze Import restrictions by some countries make direct investment the 
only way to pain access to the market of that country. An example is 
Distillers Corporation-Seagrams Limited who established a plant in Mexico 
to produce rum (its import is prohibited by the government). 


35 Tariffs may negate the competitive advantage of exports and necess 
tate CDIA if the parent firm wants to continue its expansion, i.e., Polymer. 
(This is especially true of firms that are already well established in 

their domestic market as anti-monopolistic legislation and stiff competition 
obviate the firms chances for domestic expansion.) 


4. To maintain its sales level in a particular country, Polymer 
established subsidiary companies within the Common Market. 


i) Licensing is not an alternative for many firms unless the firm has 
a specialty in processing or products that are patented or carry trade-~- 
marks. 


6. Government policy in certain countries, such as Japan and Sweden, 
precludes the establishment of CDIA and promotes joint ventures and 
associated companies. 


thes Insufficient capital or extensive capital losses may lead from CDIA 
to licensing as in the case of Harvey Woods. 


8. Desire for rerional vertical integration leads Alcan to CDIA. 
Bauxite mined in France is shipped to European subsidiaries for production 
of aluminum products. 


Be Distillers Corporation-Searrams Ltd. prefers direct investment to 
other forms of foreign investment because it can maintain control over 
the quality of its product, i.e., to maintain its reputation for quality. 


19. Moore Corporation prefers direct investment to other forms of foreign 
investment because it allows them to maintain their policy of industrial 
secrecy and to protect their technical advantages over their competitors. 
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Why Some Firms Have Chosen Particular Countries for CDIA 


1. <A company may locate in the United States because of its prox¥i- 
mity, as in the case of Consumers Gas. The availability of a 
large market for its product, attracts other firms such as Dis- 
tillers Corporation-Seagrams Limited. The desire to achieve 
vertical integration within its American or overall operation 
appears to be the case of Moore Corporation. Avoidance of the 
American tariff may often be the reason for location in the United 
States, for example, the Fraser Company. Utilities, pipelines and 
railways have direct investment in the United States because it 
may provide the shortest route, i.e., the most economical, or to 
attract some American business to Canada. 


2» Location in Latin America and the Caribbean area often takes 
place because of the national resources of those countries, and 
in some cases, the growing purchasing power of those countries. 
For example, Alcan Aluminum locates in Jamaica, in mining bauxite, 
a raw material that is the basis of its production of aluminun. 
This type of investment appears to be an integral part of the firm's 
policy of vertical integration, as may be the establishment of 
plants to manufacture aluminum products in Uruguay. Similarly, 
Distillers Corporation-Seagrams Limited has plants throughout 
South America and Mexico, to produce liquor for the home market 
as well as to produce domestic liquor such as rum, for export to 
other markets such as Hurope, the United States and Canada. 


3. Moore Corporation appears to locate abroad so that it may dominate 
: that domestic market when such a market develops, i.e., in South 
America. The importance of external tariffs against imports of 
manufactured goods such as business forms, has played a signifi- 
cant role in making the decision to invest in a country such as 
El Salvador. 


4. Low labour costs and tax concessions such as accelerated deprecia- 
tion may have attracted Salada Foods to produce Jello in Jamaica. 
Exchange rate difficulties are, in this way avoided, on sales 
within the sterling area. 


5. An important reason for direct investment in Europe is the exist- 
ence of the European Common Market. In order to avoid its outer 
tariff, such companies as Polymer may have located in France and 
Belgium. The political stability of these European countries, re- 
duces the risk involved in such investments compared to other 
countries. 


6. The existence and size of tariffs seem to have a strong influence 
on the foreign investment decision. One wonders how significant 
an effect the new Kennedy Round tariff cuts will have on direct 
investment. . Will these tariffs decrease sufficiently so that it 
will no longer be economical to continue direct investment as 
opposed to exports? . 


Changes Over Time in Intra-Firm Relations 


Insufficient information was available to make any conclusions 
concerning changes over time in the intra-firm decision-making relation- 
ships and the relative importance of the parent company vis-a-vis it's 
subsidiaries abroad. Tne question that must be answered is why one is 
interested in these changes that may take place. The basic justification 
for gathering such information is to determine the degree to which the 
subsidiary becomes self-sufficient both in its operations and in its pro- 
ductive and marketing efforts. The degree to which the suosidiary is in- 
dependent and, as a result, in a position to undertake maximum potential 
development, may be important in determining the degree to which direct 
investment is a positive or negative factor in the economy of the capital- 
receiving country. 
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Decision-Making Within CDIA lirms 


1. 


Examples of personnel and policy integration of parent and 
subsidiary operations can be cited as they relate to the age of 

the subsidiary, the complexity of its operations and problems it 
encounters. Integration may also result from the development of 
production integration. Such may be the case with Moore which is 

a vertically integrated firm in that the business forms subsidiaries 
rely on the machinery subsidiaries for their equipment. A similar 
example could be Polymer where the French subsidiary which produces 
specialty rubber may be highly dependent upon the butyl plant in 
Belgium. Accordingly, the firm may require highly centralized 
operations to ensure satisfactory operations. 


Examples can also be given to illustrate the deficiencies of the 
definitions of direct investment with their supposed concomitant 
result of "control". Moore Corporation has three associated com- 
panies in which Moore has a 49 percent, 45 percent and 20 percent 
interest. Yet her influence over the operations of these companies 


may be far greater than her interest, or investment, would suggest. 
This influence would result not so much from the degree of owner- 


-Ship held by Moore but from experience in the field and control of 


specialized machinery produced by wholly owned subsidigaries and 
not sold to others. <A similar case can be made for Cominco which 
has minority interests in two firms in India and Japan but may 
have majority influence because of her experience and developed 
state of her technology. 


Little information is available from the firm profiles to permit 
valid comparisons between resident owned direct investment firms 
and non-resident owned direct investment firms located in Canada. 

Do they operate any differently? If so, in what way? Are the diff- 
erences the function of differences in the residence of ownership? 
Unfortunately, no information seems to be available. 


Corporate Citizenship of CDIA Interprises Within Host Countries 


To be a good corporate citizen, a direct investment firm should 


make decisions that relate to the "establishment of a community of interest" 
between the foreign countries and the Canadian firm resident therein. Un- 
fortunately, however, for the purposes of this study, no information was 
available upon which to judge whether or not Canadian firms abroad are good 
or bad corporate citizens. 


‘Possible Interdependency of Canadian Federal Government Policies 
Regarding CDIA and U.S. Federal Government Policies regarding the 


__U.S. Balance of Payments en Poe 


ie 


If there was active Canadian Federal Government intervention via, 
for example, special selective CDIA guarantees to encourage CDIA 
to flow to, and accumulate in, specific countries or groups of 
countries other than the U.S., Canada would be open to three re- 
lated charges by the U.S. Federal Government. 


First, other things being equal, Canada by encouraging a relative 
shift of CDIA away from the U.S. would become less of a net con- 
tributor to the U.S. Balance of Payments in both the short-run and 
in the long-run (although dividend payments on CDIA from the U.S. 
would tend to be less than they otherwise would be in the long-run). 


Secondly, Canada by encouraging a relative shift of CDIA away 
from the U.S. would become a more attractive and apparent 
Nleakage" point for U.S. savings and investments. 


Thirdly and relatedly, Canada by encouraging a relative shift 

of CDIA away from the U.S. would, at the aggregate savings level 
(albeit one step removed), be using U.S. savings to finance 
Canadian direct investment in countries other than the U.S. This 
argument could be put in a specific context: Canada, by creating 
special incentives for CDIA to flow to countries other than the 
U.S., would be using a back-door alternative technique of re- 
ducing potentially excessive Canadian foreign exchange reserves. 
And this would be breaking the spirit of the quid pro quo under- 
standing reached about Canada's exemption from the I.E.T. and 
aspects of the U.S. Voluntary Program for financial institutions. 
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2. If the Canadian Government, as a matter of policy, decided to en- 
courage the accumulation of CDIA in the economicall; underdeveloped 
countries oi the world, the likelihood of U.S. Government retalia- 
tion could be expected to be somewhat less since the U.S. Govern- 
ment seeks to avoid any adverse effects of its Voluntary Program 
on these countreis (excluding Cuba, etc.). But the logic of this 
line of reasoning may have a serious flaw: the U.S. Government, 
by exempting certain underdeveloped countries from its Voluntary 
Program, receives the political credit; it would not receive the 
political credit for a Canadian initiative in increasing the 
accumulation of CDIA in the underdeveloped countries. 


3. If Canada and Cuba reached an agreement to encourage the flow of 
CDIA to Cuba, the U.S. Government might be conceivably retaliative 
on economic and/or political grounds. 


Canada's Foreign Aid Program and CDIA 


1. Between 1954 and 1964, the relative share of CDIA in the more econon- 


ically developed countries decreased from approximately 88 percent 
to 84 percent of the total. Almost the entire increase took place 
in "Other America", relative 


2. At the present time the Canadian Federal Government does not appear 
to have an explicit policy of encouraging or discouraging CDIA to 
flow to, and accumulate in, underdeveloped countries. This "non- 
policy" may be in a state of transition. 


3. There may be a conflict of assumptions in the minds of Government 
policy-formulators. On the one hand, there may be the assumption 
that CDIA assists the economic development of underdeveloped count- 
ries. On the other hand, there may be the assumption that private 
domestic savings are needed in Canada to encourage greater resident 


ownership and control of the Canadian economy (an "opportunity cost" 


of CDIA being greater non-resident control of certain sectors of 
the Canadian economy). 


4. Tnere seems little reason to believe that the U.S. Federal Govern- 
ment would look unfavourably at special programs by the Canadian 


Government to encourage the flow of CDIA to underdeveloped non-sino- 


soviet "dominated" countries. 


5. The net economic and political costs to Canada of a greater accumu- 
lation of CDIA to underdeveloped countries remains an unanswered 
question. 


Implications of the Royal Commission on Taxation for CDIA 


Some of the recommendations of the Royal Commission on Taxation 
have a direct bearing on CDIA. However, the extent (if not the direction) 
of the influence of the Commission's recommendations on the outflow of, 
and accumulation of, CDIA is very much an open question. Several commen- 
tators believe that the Commission's recommendations would result in a 
slower rate of growth of CDIA than at present. 


Implications of the Kennedy Tariff Round for CDIA 


Other things being equal, lower tariffs will tend to make exports 
more competitive with new CDIA. 
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CHAPTER 3 
RESEARCH METHODS AND LIMITATIONS 
I 


This study on Canadian Direct Investment Abroad (CDIA) was begun 
on June 15, 1947 with a time horizon of August 15th, 1967, for a preliminary 
report to the Task Force and August 31st, 1967 for a revised and more inte- 
‘grated revort. 


While at the outset it was thought that little research had been 
done snecifically on CDIA, this assumption had, nevertheless, to be checked 
out and verified. A great deal of time in the first two weeks was devoted to 
finding out what research, if any, had been done on CDIA, This included 
investigation through many veriodical indexes, hook indexes, consultations 
with economists who were thourht to have some knowledge of the area, 
corresvondence with snecialists at Canadian and American universities, etc. 
(See Appendices D and KE). As a result of this survey, a preliminary biblio- 
gpravhy on CDIA was prevered. Additions to this bibliogravhy were made con- 
tinnously throughout the research period ag various leads unearthed new 
material. (Sec Annendix L). 


The results of the initial survey of material'‘on CDIA confirmed 
that very Little research and analysis had been done in this area. Partly 
as a consequence, the original research outline was revised to he less 
ambitious in scnoe and the decision vas taken that for the month of July, 
a preat deal of time would be allocated to generating data and information 
on CDIA from DBS and varticularly from a group of firms involved in CDIA, 


nial 


Letters were written to 33 firms located in Canada which were thought 
to have direct investments abroad requesting them to send us their annual 
reports and other nublications for the years 195/-55-56 and 1964-65-64. (See 
Appendix A). All but one firm replied to this request.* Letters were 
also written to 8 investment houses in Canada requesting them to send us 
anv information or revorts they had on the same 33 firms. (See Apnendix B). 
Replies with information were received from 6 of these firms. Letters were 
also written to 21 foreign enterprises of three CDIA firms. Eight replies 
were received: Most of them referred the requests to their respective head 
offices. (See Appendix ©.) Material collected in this way supplemented the 
material collected from available sources, such as The Financial Pos* Cor- 
poration Service, Firm Profiles were done on 18 of these firms. 


Consultation with the Denartment. of Trade and Commerce and DRS 
generated further data on companies engaged in direct investment abroad from 
Canada and on the arrrerate statistics. Close consultation with DBS also 
helped to clarify statistical and definitional methods and concepts pertain- 
ing to CDIA, 

Did 

Consultation with DBS underlined two severe restrictions on 
research into CDIA. Both these restrictions are reflected in this renort. 
‘The most important Limitation is that DBS was not able to provide a list of © 
all the firms in Canada with direct investments abroad (in 1964 approximately 
350 to 400 firms) herause of the provisions of the Statistics Act: the Act 
prohibits DBS from making their list. of such firms available to researchers 
outside of DBS. As noted helow, the unavailability of this basic infornation 
imvosed a severe methodological constraint on the research. The second 
limitation is that DBS data on CDIA is not as refined as their data on 
foreipn direct investment in Canada (FDIC): for example, the classification 
by industrial detail of CDIA is much more general than the classification 
hy industrial detail of FDIC. This lack of classification refinement of 
CDIA imposes severe Limitations on the analysis of the apgregate statistics, 


* Canadian Food Products L+d., Toronto, did not reply. 
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(DBS is completely aware of this limitation and hones to be able td provide 
finer classifications in the years ahead. DPS was particularly helpful in 
supplying the research project. with several specially compiled time series.) 


The methodological limitation of not having the complete DES list 
of firms engaged in CDIA, is straight forward. The 33 firms "selected" for 
the study (and the 18 "selected" for the profiles) were not selected ina 
random way (nor in a proper selective way) from the total population of CDIA 
firms since the total population was not imown. This lack of proper statis- 
tical sampling throws open to auestion the validity of generalizations 
pertaining to the behavior of the total population of CDIA firms based on the 
firms included in this study. It could be argued, however, that the severity 
of this limitation would be reduced if it were known that the 18 firms for 
which profiles were completed accounted for 70 or 80 per cent of total CDIA. 
That is to sav, it could be argued that what is important is not the wav in which 
the companies were selected but the percentage coverage of total CDIA of the 
companies in the chosen group. However, even this percentage cannot be 
estimated with any cegree of objective certainty: A main reason being that 
while DRS can make estimates of the direct investments abroad for each firm 
from the confidential data supplied by the firms, the public statements of 
most of the firms do not provide this information. For example, a firm 
located in Canada with direct investment abroad will inform DBS that the book 
value of its direct investments is $X million: but that firm might have a 
eonsolidated statement in its revorts from which the value of its direct 
investments cannot be derived. While estimates could be made from the public 
revorts of firms of the book value of their direct investments abroad, this 
would require much more time than is available for the completion of this 
report. A note of notimism should be added: While the selection of the 
18 firms for more detailed study was not done in a proper statistical way, 
it seems likely (a subjective judgement) that most of the largest 13 firms 
(CDIA assets over #50 million in 1943) which account for 70 per cent of total 
CDIA assets are included in the 18 firms for which profiles were completed. 


The 18 firms include a variety of firms in terms of the size of their 
CDIA, a variety in terms of products produced, a varietv in terms of resident 
or non-resident controlled, a variety in terms of the geographical location of 
their foreign operations, a variety in terms of vertical and horizontal 
integration. 


ee 


It is important that each firm be identified by name for this makes 
an understanding of CDIA and the hehavior of firms involved in it, more 
‘meaningful. An opportunity cost of doing this may be that sensitive internal 
information (particularly information relating to decision-making between *he 
firm and its foreign enterorises) cannot he generated from the firms involved 
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to the same extent as it could if the firms were told *hat they would be 
Nae 


knowm only es "Firm X" ard "Firm Y", 


Vv 

Firm Survey Data Sheets were then drawn up. (See Appendix F.) A 
great Ceal of time was snent in “illing in these basic wor’ sheets from which 
the 18 firm orofiles could be prepared. There was *remendous variation of 
soverage among the firms in the data desired as well as a tremendous variation 
in terms of the comparability of data. The firm orofiles reflect an attempt 
to-make the data comparable and equally compnrehensive for the sake of any 
generalizations and comparisons that are made. However, a great deal. more 
time would have to be spent. on cross-checking the basic data before more than 
tentative conclusions could be nade. 


VI 


period have been maintained. In varticular, the assumption sometimes made 
that. the degree of legal ownershino of enuity (both by a non-resident 
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individual and company) of the Canadian located firm (or of the foreign 
enterorise o” the Canadian firm) is necessarily or significantly correlated 
to the derree of notential or exercised decision-making in a behavioralistic 
sense, is left onen to question rather than accepted, Research into the 
methodolories that could be used to generate information on intre-firm 
decision-making has confirmed the initial assumption that a long-tern veriod 
of research (as well as a proper research methodology with built-in cross- 
checks) would be required. As a consequence, svstematic and structured 
interviews with company officials concerning their internal decision-making 
and volitical behavior were not attempted. This question is discussed in 
greater depth in Appendix G. 
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The purpose of examining 18 firms in as mach detail as possible 
was three-fold. First to find out very simple facts such as where their 
foreign onerations were located, size of sales domestically and internationally, 
ete. Serondly, to see if their activities over the decade 1954 to 1964 would 
help to explain movements in the aggregate statistics from DBS, such as the 
relative geogravhical shift away from the U.S. from 76 per cent in 1954 to 
60 per cent in 196d. Thirdly, to try to say something in the way of general- 
izations concerning their behavior as a group of 18 firms 


VIII 


No attempt was made to formally correlate the aggregate statis*ics 
on CDIA and other possibly related statistics (growth rates in per capita 
income in foreign countries, etc.). Besides the time limitation for the 
vrenaration of this renort, the number of observations (years) available 
on CDIA series could limit the usefulness of formal statistical correlations 
as would the small number of firms involved in CDIA (59 with CDIA. assets of 
a book value $5 million or more). 


IX 


If the research period for this study of CDIA had been 12 months 
instead of 2 4 manths, a great deal more could have been concluded about 
-the trends in the CDIA aggregate statistics (for example, which firms accounted 
for the trends) about decision-making in CDIA firms, about the advantages 
and disadvantages to Canada, etc. One severe limitation on the research would 
have heen overcome: a full-time research assistant working solidly for 6 
months could have uncovered the total population of CDIA firms from public 
sources (or the Statistics Act might have been amended to allow DBS to make 
their list available to an outside researcher). Given the total population 
of CDIA firms, a voronerly selected sample of firms could be of more use 
than the so-called sample used in this report; or a comprehensive study could 
he done of all the largest firms (say, all the largest. 21 firms with CDIA 
assets $20 million or more); or a comorehensive study could be done of all 
the 350-400 CDIA firms which have been identified (and defined) by DBS. The 
most. vroductive research approach would seem to be along *he lines of case 
studies in depth as compared +o the firm profiles in +his report. - Even this 
approach is limited, for the definition used.by DBS to classify firms located 
in Canada as CDIA firms may be confining in terms of certain questions. 
Some of these constraints are discussed in the following Chapter. 
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In conclusion: the research anproach Seco pethiserencrm 1 Sen 
ad hoe approach; it could better be described as a surver of existing 
publicly available data and information --- a gathering together in one 
place of what is available and sorting it out in some useful way Partly 
hecause of the attemot to exnlore CDIA on a broad basis, the Ae aes definitely 
hacia, cer*ainilack: ofi focus:eeaHonafully the renort»isobut- al first step 
for more particular exaninations of various aspects of CDIA, The repor* 
raises more hypotheses-:than it tests and many more questions than it 
answers. The attempt, is made not tn eonclude more than the limited data 
(and often uncrogs-rhecked information) and research methods will allow. 
The attemnt 15 made to clearly Label speculation as speculation, 
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CHAPTER 


Some Conceptual Problems and Limitations 
L 

The conceptual problems and limitations surrounding an 
analysis of FDIC also surround a similar analysis of CDIA. Some of these 
problems and limitations depend upon the questions which are asked. 
What is the most relevant definition of direct investment in terms of 
such questions? What are the limitations of the present definitions 
used to calculate official series? What is the significance of classify- 
ing direct investment as non-resident and resident owned and/or controlled? 
In addition to owning a proportion of a firm's equity, what techniques 
are possible for controlling or influencing decision-making within a rirm 
with international operations, (monopoly, monopsony)? Where is the line 
between "control" of decision-making and “influence” over decision-making 


within the firm? One purpose of this report is to discuss such conceptual 
problems with respect to CDIA. 


13 


What is the distinction between CDIA and Canadian portfolio 
investment abroad in foreign securities? Both are classified by DBS as 
long run Canadian investment abroad. Presumably the definition that DBS 
uses for distinguishing between foreign direct investment in Canada and 
foreign portfolio investment in Canada, is the same definition for distin- 
guishing between CDIA and Canadian portfolio. investment abroad. 


DBS defines foreign direct investment in Canada as follows: 


The category of direct investments ... generally includes 

all concerns in Canada which are known to have 50 per cent 
or more of their voting stock held in one country outside 
Canada. In addition a few instances of concerns are included 
where it is known that effective control is held by a parent 
firm with less than 50 per cent of the stock. In effect 

this category includes all known cases that are incorporated 
branches of foreign companies in Canada and all wholly-owned 
subsidiaries, together with a number of concerns with a 
parent company outside of Canada which holds less than all 

of the capital stock. Im addition there are a relatively 
small number of companies included in cases where more than 
one-half of their capital stock is owned in a single country 
outside of Canada where there is not a parent concern. These 
exceptional cases are confined to instances where control 

is believed to rest with eee en 


There are other definitions of direct investment in use. The 
Canadian Income Tax Act (after 1951) defines the ownership test at a 25 
per cent level. The U.S. Department of Commerce also used a bench-mark 
of 25 per cent, The Royal Commission on Taxation (Canada 1946) recommends 
that CDIA be defined as an investment by a Canadian resident or associated 
group of Canadian residents in a non-resident corporation {or in a foreign 
property or business) in which he or the group holds a 10 per cent or 
greater interest in the voting power, in the profits or in the assets dis- 
tributed on liquidation of the non-resident corporation. (Only the DBS 
coring Da and the U.S. Department of Commerce definition are discussed 
below. ) * 


* The quantitative significance of the different definitions of DBS and 
the U.S. Department of Commerce can be judged by the following example. 
DBS states that in 1959 there was $1,498 million (Canadian) of CDIA in 
the U.S. Making allowances for the U.S./Canadian exchange rate, the 
U.S. dollar value of the DBS estimate ‘comes to approximately $1,5v2 
million (U.S.). The U.S. Department of Commerce states that there 
was $1,896 million (U.S.) of CDIA in the U.S. in 1959. The DBS estimate 
comes to only 82 per cent of the U.S. estimate. 
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The purpose seems to rest on the assumption that a foreim 
enterprise which has a certain percentare of its voting stock owned by 
a domestic firm (50 per cent or 25 per cent) has relationships and trade 
transactions (exports /imports) with that firm which are different from 
the relationships and trade transactions between firms that do not have 
such a related owmership characteristic (even though in the latter case 
there may be a “portfolio” investment of 10 per cent). 


Two related kinds of activity follow from the degree of 
ownership linkege. The first has to do with visible transactions of 
goods such as exports and imports: the distinction between direct invest- 
ment and portfolio investment being helpful in terms of estimating 
supposedly diverse effects on the domestic nation's balance of inter- 
national payments, for example. 


The second kind of activity lies behind the first. It is 
much less visible, that is, the realm of inter-related decision-making. 
The deeper behavioralistic assumption seems to be that a 50 per cent or 
more (DBS) or a 25 per cent or more (Ue Se Department of Commerce) owner- 
ship of the equity of a foreign enterprise brings with it "control" or 
"a controlling interest" of the foreign enterprise by the domestic firn. 
This assumption is stated by the U.S. Department of Commerce in these 
terms: "The major emphasis of foreign investment here (in the U.S.) has 
been on portfolio investments rather than the control and operation of 
industrial enterprises."(J The U.S. Voluntary Program to Improve the U.S. 
Balance of Payments also assumes that U.S. direct investment abroad (the 
25 per cent definition) brings with it control over decision-making of the 
foreign enterprises in which equity is owned: such U.S. firms being 
requested to repatriate income from abroad, to make the maximum possible 
use of funds from foreign capital markets for investment by their foreign 
affiliated enterprises, etc.\3) DBS seems to hedge* a great deal more 
than the Department of Commerce in jumping from a statistical definition 
of control based on equity ownership to control over decision-making (even 
though the DBS definition is basically a 50 per cent or more definition 
and the Department of Commerce's definition is a 25 per cent or more 
definition). DBS states: 


Even though the instances of potential control seem well. 
established it must be recognized that there will be 

many variations in the extent to which this factor may 

in fact operate ... The position of the management of the 
concerns in Canada will vary greatly from one company to 
another. As this is a field where statistical measurements 
may not be applied it is not the purpose of this report to 
explore the question of the ways in which, and the extent 
to which control might be exercised. But certain clear cut 
influences which the existence of direct investment have 

on Canadian business should be pointed et) 


DBS then goes on to point out some of these "certain clear-cut influences" 
for example, industrial techniques and innovation ("there is less scope 
for innovation on the part of the subsidiary"), the geographic distribu- 
tion of exports where the company is vertically integrated internationally, 
etc. And above all, according to Das, 


direct investments affect the course of Canadian development. 
As such basic decisions as those concerned with the estab- 
lishment or expansion of non-resident controlled firms 

rest with the interests controlling them, it is clear 

that the nature and direction of Canadian development are 
affected by the relationship. (5) 


* "The concept of control... needs to be carefully examined particularly be- 
fore conclusions are drawn from the data." In another passage DBS says: 
",..eCompanies where a concern abroad has a substantial block of stock or 
where there is a known affiliation, the prospects of non-resident potential 
control also exists. But the influence of Canadian minority shareholders 
may often influence company policy and decisions. The remaining concerns 
4{ncluded are the Canadian public companies where there is no parent concern, 
but where more than one-half the stock is held in either the U.S. or the 
United Kingdom. The ways in which non-resident control might operate in 
these cases are open to more questions than in the More typical example 


described above. (6) 
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III (Continued) 


It seems fair to say that while DBS has tried to meet the 
conceptual problem of applying a statistical definition (based on owner- 
ship of equity) as a measure of decision-making control, their discussion 
of the question is nevertheless ambivalent. While it is reasonable to 
say that a 50 per cent or more equity ownership brings with it "potential 
control" or a "potential controlling interest" over the decision-making 
of a foreign enterprise and that the degree of potential decision-making 
control is positively and significantly dependent on the degree of 
equity ownership from the wholly-owned subsidiary level to a 50--50 per 
cent joint venture level, other implications are open to serious question. 
For example, DBS does define investment as direct investment in instances 
where they believe that effective control is held by a parent firm with 
less than 50 per cent of the stock. This begs the question of possible 
circularity or the question of employing two definitions of control: 
on the one hand the definition of control is based on a statistical level 
of ownership of 50 per cent or more and on the other hand the definition 
is based on other criteria (behavioralistic and/or dependent on non- 
competitive market structures) as well as a degree of ownership (less 
than 50 per cent). As is pointed ovt in other sections of this report, 
it can be misleading to mix together a statistical definition of decision- 
making control based on equity ownership and a behavioralistic or market 
structure definition which may not be clear and explicit. (Could not 
a trade investment of 10 per cent plus a single buyer or seller market 
situation equal a wholly-owned subsidiary situation in terms of potential 
control over decision-making?) There is also a possible confusion between 
"potential" control and "exercised" control over decision-making at all 
levels of equity ownership. (DBS may have classified firms with 50 per 
cent or more equity ownership in a foreign enterprise as firms with "potential" 
decision-msking control and at the same time included firms as.CDIA firms 
with less than 50 per cent equity ownership in a foreign enterprise on 
the grounds of "exercised" control.) This distinction may be a particularly 
important one to make in any discussion of conflicts of national objectives. 
Several examples of the difficulties of an ownership definition of "potenttal" 
and "exercised" decision-making control might be noted in this chapter. 


Moore Corporation has a wholly-owned subsidiary in Mexico 
(Moore Business Forms de Mexico), a 49 per cent equity interest in an 
enterprise in El Salvador (Moore Business Forms de Centro America), a 45 
per cent equity interest in an enterprise in Japan (Toppan Moore Business 
Forms), and a 20 per cent equity interest in an enterprise in the United 
Kingdom (Lamson Industries Ltd.) DBS would classify the Mexican enterprise 
as CDIA and would likely classify the Hl Salvador and Japan enterprises 
as CDIA (49 and 45 per cent respectively). It 41s doubtful that DBS would 
classify the investment in the U.K. enterprise as CDIA. It does not 
follow that the degree of ownership of the various affiliated enterprises 
is a valid index of the degree of potential control over decision-making by 
Moore. As noted in greater detail in the Firm Profile on Moore Corporation, 
Moore has the largest research centre* in the area of business forms, 
stationery and specialty boxes (and for the machinery and equipment used 
to manufacture these products). Moore also produces the highly specialized 
machinery and equipment used to manufacture its products. Given Moore's 
policy of industrial secrecy and its "cornering" of research and the 
production of machinery and equipment, it can be hypthesized that these 
non-ownership levers give it potential effective control over the decision- 
making of its affiliated companies even though the level of ownership is 
49 per cent, 45 per cent or even only 20 per cent. A similar hypothesis 
can be made for Cominco which has minority equity ownership in two rirms 
(India and Japan) because of Cominco's experience and developed (and 
protected) technological know-how. Another example is Canadian Breweries 
Ltd. which has a 10 per cent equity interest in Charrington United Breweries 
(C.U.B.) in the U.K. (a holding company). Apparently Canadian Breweries 


* Moore Research and Service Company, Niagara Falls, New York. 
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III (Continued) 


is the largest single shareholder, the rest of the voting stock being 
widely dispersed. It would be interesting to speculate onthe potential 
role that Canadian Breweries could play in the current proposed merger 
of C.U.B. and another large brewery in the U.K. and what arrangements 
could be made concerning market sharing and market access among all the 
different participants. Another example is the Polymer Corporation 
which has a 40 per cent interest in the equity of a Mexican synthetic 
rubber plant. Polymer also provides management services to the new 
company. Accordingly Polymer's know-how (exercised by management provided 
by the parent) may provide far greater potential control than her 40 

per cent equity would suggest. No doubt a similar case can be developed 
for Polymer's joint venture in South Africa in which Polymer has but a 
20 per cent equity investment. : 


The above examples were given in the context of "potential" 
control over decision-making. There is the additional question of 
"axercised" as opposed to "potential" control over decision-making. These 
two aspects of control need not coincide. DBS, for example, uses the 
term "effective control" and seems at times to suggest that what is 
meant is "exercised" decision-msking control. The distinction may be 
an inportant one to make when questions of "tied" transactions between 
CDIA firms and the foreign enterprises are discussed with reference to 
economic costs and benefits. Judgements on the degree to which potential 
control (not only via equity ownership) is exercised can probably best 
be made on the basis of depth case studies of individual firms. In such 
studies the following questions might be asked. What explains differences 
of exercised control over decision-making among CDIA firms in which the 
ownership of the voting stock of foreign enterprises is equal (for example 
at S80 per cent)? Variations in the degree of exercised control could 
also be noted at a low level of ownership of the voting stock (for example 
20 per cent)? 


It is hoped that the above discussion has pointed out some 
of the general anomalies of drawing a statistical line based on equity 
ownership and saying that those firms above the line are engaged in direct 
investment and those firms below the line are engaged in portfolio invest- 
ment. While DBS includes some firms which are below their line in the 
direct investment category on the groundsthat "effective control" is held 
by the firm, it is necessary to state explicitly whether or not "effective 
control" means "potential control" or "exercised control" and the 
criteria (behavioral or otherwise) used for arriving at such a judgement. 
More specific conceptual problems are noted below. 


IV 


Related to the above section, is a question of potential and 
exercised control over decision-making of a company by a non-resident 
group by means of non-ownership levers. Such cases are common in the 
literature on the theory of firm. For example, a highly specialized private 
foreign firm might because of its high degree of specialization, have only 
two or three purchasers of its specialized product.* These buyers, 
particularly if they act in collusion, could exercise potential control 
over the decision-making of such a company without owning any of its stock. 
One might find that where a particular foreign buyer of a product had such 
an influence that a "trade investment" might take place: That is, the 
supplier and the buyer would trade 10 per cent of their stock enabling each 
to have a member on the other's board of directors. The producer's rep- 
resentative on the buyer's board of directors might have very little 


# One of the purchasers may be a particular domestic or foreign government 
or government agency (for example in the production of defense or war 
goods). A great deal of the decision-making of such a firm could con- 
ceivably be effectively controlled by the relevant government without 
that government owing any of the voting stock of the company. This 

—.question is explored by J.K. Galbraith in his recent book The New 


Industrial State. 
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IV (Continued) 


influence whereas the buyer's representative on the producer's board of 
directors might exercise effective decision-making control (or a veto 
power) on key issues rather than simply influencing such decisions. Such 
a case of a trade-investment of 5 or 10 per cent would be classified by 
DBS as a portfolio investment. 


V 


Another type of case where effective control over a firm's 
decision-making by a non-resident could take place without the non-resident 
owning any voting stock, lies within the area of licensing. Licenses 
are normally granted for a period of years and if the company wanted the 
license renewed it would have to take very careful consideration to any 
wishes the group granting the license wanted in terms of its opsrations. 


VE 


Another conceptual problem has to do with considering direct 
investment in isolation, that is, is it really meaningful to consider the 
economic impact of CDJA on a host country or on the "giving" country 
without considering the relationship between the directiinvestment and 
imports and/or exports? 


. For example, CDIA can be considered as a substitute for exports 
from Canada (or exports from a firm located in a third country controlled 
from Canada to the country in which a new direct investment operation has 
been established). Theoretically, at least while new CDIA represents 

the use of Canadian savings outside of Canada, the exports it replaces 

could conceivably be sold in Canada and, if in Canada there was an inflation- 
ary situation, the additional goods placed on the market could help to 

stem that inflation. This in turn could be judged to have economic benefits 
to Canada (given a fixed exchange rate). This is the standard argument 

of bringing about internal and external balance by diverting increased 
production away from exports to the domestic market. Then there is the 
question in the longer run of new CDIA stimulating further exports to the 
country in which the new CDIA have been introduced. If the assumption 

were made that there was excess production in Canada in the longer run 

(a recession) then the increased demand by foreigners for Canadian produced 
goods would tend to reduce the impact of the recession. It seems that 

the question of whether or not CDIA is good or bad for Canada rests very 
much on what is assumed about domestic infiation and recession and whether 

or not the reference point is the short run or the long run. 


Vii 


Another conceptual question has to do with the meaning of 
dividing CDIA into a resident owned and "controlled" component and a 
non-resident owned and "controlled" component. It is most hazardous to 
equate resident owned and "controlled" with Canadian citizen owned and 
"controlled" and non-resident with foreign citizen owned and "controlled", 
For example, while 89 per cent of the equity in Interprovincial Pipelines 
(which has direct investment abroad) is held by residents and 11 per cent 
by non-residents (10 per cent in U.S. and 1 per cent elsewhere), Imperial 
Oil in Canada holds 33 per cent of the equity. Imperial Oil is owned 
by Standard O11 of New Jersey which brings the total direct and indirect 
non-resident ownership share in the U.S. to 43 per cent. If the resident 
owned share excluding Imperial Oil is widely dispersed, then there is a 
case for saying that the direct investment abroad of Interprovincial Pipe- 
lines should be considered as non-resident (potentially) "controlled" 
CDIA. It is not known how DBS in fact classifies this direct investment 
abroad of Interprovincial Pipelines. Another example is Alcan which is 
29 per cent owned by residents, 68 per cent owned by residents of the U.S. 
and 3 per cent owned by other non-residents. It would be hazardous to 
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VII (Continued) 


conclude from these statistics alone that Alcan is controlled by U.S. 
citizens for the 29 per cent owned by residents of Canada might be 
closely held by Canadian citizens and the non-resident portion widely 
dispersed. The Weston case is also interesting in that Garfield Weston 
is a non-resident Canadian citizen with extensive CDIA attributed to 
hin. 


It is hoped that the above examples have illustrated some 
of the obvious anomalies of any attempt tose a resident and non-resident 
ownership and "control" classification as an index of nationality of 
ownership and "control". If one of the purposes of using such a classifica- 
tion is to help to clasify variations in the degree of exercised control 
over decision-making between two firms located in Canada and their direct 
investment enterprises abroad then a great deal more behavioralistic 
information on the firms would be necessary. Furthermore, such variations 
might be found to be more closely associated with the nationality of 
the controlling groups rather than associated with the place of residence 
of the controlling groups when these two characteristics diverge (which 
may be common in the area of CDIA rather than the, exception). It might 
also be noted that neither characteristic need be,important as other 
characteristics such as the nature of the products involved. 


VIII 


A much deeper question is whether or not costs and benefits 
of CDIA can be measured strictly in terms of capital flows. For example, 
there are also the technology flows and management flows that are associated 
with the capital flows in varying degrees. And in this wider context, 
concepts of various time-horizons are most relevant. 


IX 


There is another type of conceptual problem concerning the way 
in which DBS treats the investments abroad of Canadian insurance companies 
and chartered banks. In calculating the CDIA of these enterprises, DBS 
subtracts their liabilities abroad from their assets abroad. (The gross 
assets of the 125 branches, etc., abroad of Canadian chartered banks in 
1954 amounted +o $1,150 million. In 1954, DBS states that there were only 
$3 million worth of financial CDIA: in 1964, this had grown to $138 million. 
Presumably this is a growth in their gross assets abroad minus their 
liabilities abroad). The DBS statistics on CDIA in financial assets are 
much less, of course, than in other categories, particularly industrial 
and commercial. Yet it could be misleading to say from this that CDIA in 
industrial and commercial assets represents an area of decision-making 
control greater than in the financial area. For example, while net CDIA 
financial assets in tne West Indies might be insignificant compared to 
industrial and commercial CDIA assets in the West Indies, it would be 
completely misleading to conclude that therefore the influence on the West 
Indian economy through controlled investment from Canada is greater in 
the industrial and commercial area than in the financial area. The DBS 
distinction is of course valid in terms of measuring Canada's international 
investment position: if, for example, the Canadian government wanted to 
use or repatriate (as a matter of public policy) CDIA abroad then the 
sellout of CDIA financial assets would not bring in a great deal of capital. 
But in terms of the impact on a foreign economy of CDIA the DBS statistics 
understate to a great extent the role of CDIA financial assets. Canadtan 
dnsurance companies and chartered banks with controlled enterprises abroad 
could also have a large influence on Canadian exports --- perhaps just 
as large as the direct linkage between a Canadian controlled subsidiary 
abroad from the parent company in Canada. 
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CHAPTER_5 


ROG{GQRreE GAT ss Sepa, TPHpesteepegess* 


CHANGES IN CANADA'S BALANCE OF INTERNATIONAL INDEBTEDNESS. 


THE CHANGING COMPOSITION OF CANADA'S LONG-TERM INVESTMENTS 
(ASSETS) ABROAD: THE RELATIVE IMPORTANCE OF CDIA (ASSETS). 


CHANGES IN THE DOLLAR-VALUE OF CDIA ASSETS BY 
INDUSTRIAL DETAIL, WITH GROWTH RATES. 


CHANGES IN THE RELATIVE INDUSTRIAL DETAIL OF cCDIA. 


CHANGES IN THE DOLLAR-VALUE OF CDIA ASSETS BY GEOGRAPHICAL 
DISTRIBUTION, WITH GROWTH RATES. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF CDIA 
(ASSETS). 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF CDIA 
(ASSETS), BY INDUSTRIAL DETAIL. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
INDUSTRIAL/COMMERCIAL (INCLUDING BEVERAGES) COMPONENTS 
OF CDIA. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
PETROLEUM COMPONENT OF CDIA. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
MINING COMPONENT OF CDIA. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
RAILWAY AND OTHER UTILITIES COMPONENTS OF CDIA. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
FINANCIAL COMPONENT OF CDIA. 


CHANGES IN THE RELATIVE GEOGRAPHICAL DISTRIBUTION OF THE 
ALL OTHER COMPONENT OF CDIA. 


CHANGES IN THE RATIO OF CDIA TO FOREIGN DIRECT INVESTMENT 
IN CANADA (FDIC). 


DIVIDEND RECEIPTS ON CDIA (AND GEOGRAPHICAL DISTRIBUTION) , 
AND DIVIDEND PAYMENTS ON FDIC. 


CANADIAN DIRECT INVESTMENT ABROAD (CDIA) CLASSIFIED BY 
SIZE OF INVESTMENT. 


NON-RESIDENT EQUITY AND CONTROL OF CDIA. 


* The primary data uoon which summary tables in the Chapter are based 
are found in Appendix "J". 
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Changes in Canada's Balance of International Indebtedness, 
vmarticularly 1954 - 1964 


Canada's net international indebtedness increased from. 
27.0 billion in) 1954-to #20.1 billion in 1964, an increase of 
187 per cent. In terms of a longer run perspective, the dollar 
value of Canada's net international indebtedness for selected years 
was: $5.1 billion in 1926; $6.5 billion in 1930; $5.5 billion in 
1939; $4.2 billion in 1945; #4.0 billion in 1949; and, $5.3 billion 


an 19512 


For the period 1954-1964, Canada's gross liabilities 
to the other countries increased from $13.9 billion to $32.8 billion, 
an increase of 136 per cent. For the same period, Canada's gross 
external assets increased from $6.9 billion to $12.7 billion, an 
increase of only 84 per cent. The effect of these two different 
growth rates was to reduce the ratio of assets to liabilities from 
about 50 per cent in 1954 to less than 39 per cent in 1964, a 


22 per cent decrease in the ratio. 
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Canada's International Investment Position, 1954-1964 
i Canada's net 
Gross eae Gross ea coves ae international 
a 


to other countries Assets Assets/Liabilities indebtedness 
$B 19543100 $B 19543100 ae 1954100 $B 19542100 

1954 LSS LOCRS 6.9 100.0 49.6 100.0 WoO) GOn© 
1964 B250 236.0 Zo W Thee ley oo. 78.0 2O mi Zee W 


(a) Includes equity of non-residents in Canadian Direct Investment 
Abroad (CDIA). In 1964, non-residents, through their ownership 
of equity in Canadian corporations accounted for $1,574 million 
or 47 per cent of the $3,356 million CDIA. In 1954 this ratio was 


37 per cent. 
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The Changing Composition of Canada's Long-Term 
Investments (Assets) Abroad, particularly 1954-1964: 


The Relative Importance of CDIA ( Assets ) 

In 1964, Canada's long-term investments* (assets) abroad had a dollar 
value of $6.8 billion, or 64 per cent of gross external assets. On the whole, 
long-term investments have been decreasing as a@ proportion of external assets 
since 1930 at which time such investments accounted for 84 per cent of external 
assets. (This last statement assumes that the World War II period is "abnormal", 
the ratio of 1945 was 51 per cent, for example). The 1954 ratio was 62 per cent. 
Another way of stating this changing relationship between long-term investments 
abroad and gross antdbaatl assets is that while gross external assets (excluding 
long-term {nvestments) increased by 127 per cent between 1954 and 1964, long- 
term investments increased by only 60 per cent. Since the concern of this 
Report is with long-term investment in the form of direct investment abroad, 


no attempt is made to describe or analyse the residual (short-term) assets. 


CDIA was valued at $1,619 million in 1954 and $3,350 million in 1954, 
an increase of 107 per cent. Portfolio investment was valued at $926 million 
and $1,932 million for the two years respectively, an increase of 109 per cent. 
Government of Canada credits were valued at $1,705 million and $1,517 million 
respectively, a decrease of ll per cent.** Consequently, the relative shares 
of these three components of Canadian long-term investments abroad for 1954 
and 1964 shifted: CDIA increasing from 38 per cent to 49 per cent; portfolio 
investment increasing from 22 per cent to 28 per cent; and, Government of 


Canada credits decreasing from 40 per cent to 22 per cent. 


If Government of Canada credits are excluded from Canadian long-term 
-dnvestments abroad, the following changing relative shift in importance of 


direct investment vis-a-vis portfolio investment can be noted. Whereas there 


eT 


¥ In the discussion, long-term investments include: direct investments in 
branches, subsidiaries and controlled companies; portfolio investments 
in foreign securities; and, Government of Canada credits (excluding 
subscriptions to international investment agencies and miscellaneous 
4nvestments which, in 1904, were 0,1 billion and #0.4 billion respectively; 
Miscellaneous investments" consist primarily of export credits extended 
from Canada directiy or indirectly at risk to the Government of Canada.) 


#% Between 1963 and 1964, Government of Carada credits increased by 18 per 
cent rather than continuing its normal annual decline of approximately 3 
per cent. This was due to the inclusion in 1964 of $219 million medium- 
term non-marketable U.S. Goverment securities acquired under the Columbia 
River Treaty Arrangements. For the period 1954 to 1963, the decrease was 
25 per cent compared to the 1954 to 1964 decrease of 11 per cent. 
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was no rolative shift between 1954 and 1964 (direct investment being o4 

per cent of total direct and portfolio Anvestment), in 1926 and 1930 

direct investment was 45 per cent and 36 per cent of the total respectively. 
That is, in the longer rum perspective CDIA has been 4{ncreasing in importance 
relative to Canadian portfolio investment in foreign securities. * 

Whereas Government of Canada credits** since World War I] have 
accounted for more than 20 per cent of total Canadian long-term investments 
abroad (22 per cent in 1964, 56 per cent in 1949), during the 12 year period 
iter to World War II they accounted for less than 5 per cent. Most of 
the Government of Canada credits were made in the post-World War II period. 
DBS describes this aspect of Canadian long-term investments abroad as follows: 


The only loans made by Canada during the war were an 
4nterest-free loan of $7 million made to the United King- 
@om in 1942 before the Canadian Government provided the 
Contribution and Mutual Aid which were used for financing 
British and other allied war deficits in Canada, and a $10 
million wheat loan extended to the U.S.S.R.... The former 
loan ... was fully repaid by the end of 1958 .«e(and) the 
latter loan was fully repaid by the end of 1947. 


In the early post-war years Canada embarked on a large 
scale program of post-war credit extension to facilitate 
foreign purchases of goods and services and to assist in 
making it possible for overseas countries to meet transi- 
tional post-war deficits in their balance of payments, to 
maintain adequate reserves and to assume the obligations 
of multi-lateral trade... 


By the end of 1965 the outstanding balance on the loans of 
nearly $2,500 million extended by Canada since the beginning 
of the Second World War amounted to $1,360 million, includ- 
ing bea million deferred interest on the 1946 loan to the 
U.K. 


As noted in the previous section, Canada's gross external assets 


4ncreased by only 84 per oent between 1954 and 1964 whereas Canada's gross 


external liabilities increased by 136 per cent. At 
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% It should be noted that there have been "important developments in 
connection with portfolio investments abroad since 1964. Net Canadian 
purchases of foreign securities from the end of 1964 through to the 
first quarter of 1967 totalled $535 million." (DBS). In 1964 such 
investment was $1,932 million. The rapid growth rate since 1964, may 
affect any projections based on the 1954-1964 data. 


#* excluding Government of Canada subscriptions to international investment 
agencies and miscellaneous investments. See previous footnote to this 
section. 
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the beginning of this section it was noted that long-term invest- 
ments abroad increased by only GO per cent and that gross external 
assets other than long-term investments increased by 127 per cent, 
the latter increase being almost as great as the increase in Canada's 
external liabilities. As noted above, the components of Canada's 
long-term external investments showed different rates of change: 
direct and portfolio investments increasing by 107 per cent and 

109 per cent respectively, while Government of Canada credits 
decreased by 11 per cent. In terms of a longer run perspective, 
the-growth of CDIA from 1926-3613" been greater than the growth 

of Canada '8,external liabilities. (approximately 745 per cent 
and 356 per cent respectively). In contrast re the growth of CDIA 
since the last half of the 1920's, portfolio investment increased 


by only 200 per cent. * 


Another way of viewing the changing growth rates Or 
Canada's gross external liabilities and the ‘components of Canada's 
gross external assets is the following. For the period 1954 to 
1964 the ratio of gross external assets to gross external diabilities 
decreased from 49 per cent to 39 per cent. The ratio of long-term 
external assets to gross external liabilities decreased from 
31 per cent to 21 per cent. The ratio of CDIA to gross external 
liabilities decreased from 12 per cent to 10 per cent. Another 
interesting ratio is that of resident owned equity of CDIA to gross 
external liabilities: this decreased from 7 per cent to 5 per cent. 
Using indices for the above statistics with 1954-100, the following 
results are obtained. The ratio of gross external assets to gross 
external liabilities decreased by 22 per cent. The ratio of long- 
term external assets to gross external liabilities decreased by 
32 per cent. The ratio of CDIA to gross external liabilities 
decreased by 13 per cent. The ratio of resident owned equity of 
CDIA to gross external liabilities decreased by 27 per cent. The 


conclusions by using indices of these ratios are the same as noted 


* If the comparative growth ratio were calculated for the period 
1 926-30 to 1967, the gap between the CDIA growth rate and the 
portfolio investment growth rate would probably narrow considerably. 
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previously. Long-term external assets grew at a slower rate than 
short-term external assets. CDIA grew at a faster rate than total 
long-term external assets and gross external assets. In addition, 
resident owned equity of CDIA increased at a slower rate than gross 
external assets and total CDIA, but at a faster rate than total 


long-term external assets. * 


In terms of a longer run perspective (1925-1930) the signi- 
ficant results are that gross external assets have grown at a faster 
rate than gross external liabilities and that long-term external 
assets and CDIA by itself have also grown at a faster rate than gross 


external liabilities. 


nena 


* The possible significance of the gap between the negative growth 
rate of the ratio of CDIA/gross external liabilities (-13 per cent) 
and the larger negative growth rate of resident owned equity of 
CDIA/gross external liabilities (-27 per cent), is discussed in a 
separate section. 
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Gross External Assets and Selected Components 
as a percentage of Gross External Liabilities, Selected Years 


1926430 1954 1964 


Gross External 19.4 L904 ool 
Assets/Gross External 
Liabilities 

(Index 19542100) (39.3) (100.0) (78.3) 


Long-term External Hi ZG me AB EIS) 
Assets/Gross External 
Liabilities 

(Index 19542100) (49.8) (100.0) (68. 2) 


CDIA/ Gross External 5.8 Came 
Liabilities 
(Index 19542100) (£926) (200-0) (87.2) 


Resident owned equity N.A. ee sey 
of CDIA/Gross External 
-Liabilities 

(Index 1954=100) (N.A.) (100.0) (73.0) 
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Long-term Investments (Assets) Abroad, 1994 and 1964 


Government of Canada 
CDIA Portfolio Credits 
Share Share Share 


gM 19542100 pach! eM OG +100 £ $M 1954 2100 ¢ 
1954 oly 100.0 38.1 926 100.0 ples dag thi le, 100.0 LOre: 
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Changes in the dollar-value of CDIA Assets 
by Industrial Detail, with growth rates, particularly 1954 - 19b4__ 
The dollar value of total CDIA assets increased from 
$1,619 million to $3,356 million in 1964, a growth of 107 per cent. 
In terms of a longer run perspective, CDIA assets stood at $397 


million in 1926, $671 million in 1949 and $926 million in 1949. 


Between 1954 and 1964, the fastest growing components 
of CDIA were the Pinsnctaleand all other (miscellaneous) categories: 
these components, however, had such a small value in 1954 that their 
growth rates are not in-themselves very meaningful. The industrial / 
commercial (excl. beverages) and petroleum components had growth 
rates significantly above the total growth rate of CDIA. There was 
a negative growth rate in the railway component. The beverages and 
utilities other than railways components had growth rates significantly 
below the total growth rate of CDIA. The mining component had a 


growth rate almost identical to the total growth rate of CDIA. 


Seco oecrmerr enemies 


* Since 1964 there has been a considerable reversal in the financial 
category (Delta). 
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Dollar Value of CDIA(Assets Industrial Detail, 1954 and 1964 - 


~--1954-1964---- 


1954 1964 Percentaze 
$m ¢m increase Rank 
Industrial/Commercial 495 1307 176 (3) 
(excl. Beverages) 

Beverages 44,0 720 64 (6) 
Petroleum * 2 284 neva (4) 
Mining peo 278 109 (5) 
Railways 273 270 mal (8) 
Other Utilities ** Ye 216 40 (7) 
Financial 5 138 1,,500 e8) 
Other (miscellaneous) 9 80 789 (2) 
TOTAL 1,619 34356 107 


* Excludes pipelines (which account for most of 
NOther Utilities" in the United States). 


*# Includes pipelines. 
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Changes in the Relative Industrial Detail of CDIA, 
particularly 1954 - 1904 
Between 1954 and 1964 there was a relative shift in 
the industrial detail of CDIA.* This shift has been primarily 
away from railways, other utilities (including pipelines), and 
beverages to industrial /commercial (excluding beverages), petroleum, 
and financial. The percentage share of mining has remained 


unchanged. 


In a longer run perspective, some of the same trends 
are evident, railways and other utilities combined declining from 
37 per cent in 1939 to under 15 per cent in 1964 and industrial 
and commercial (including beverages) increasing from 43 per cent 
to 63 per cent in the same period. (DBS has not yet separated 
beverages from the broad category of industrial and commercial 


prior to 1954.) it 


The shift towards industrial /commercial (excluding 
beverages) from 31 per cent in 1954 to 41 per cent in 1964 was 
brought about by one half of the increase in CDIA for the decade 
being allocated to industrial /commercial concerns (excluding 


beverages). 


ae 


downward 
* A WS nea does not, of course, mean that the "absolute" 
O 


book value CDIA assets in any particular category has fallen. 


** DBS was most helpful in supplying this report with special continuous 


series for the period 1954-1964. 
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_JDIA (Assets Industrial Detail, 19%4 and 1. 


Industrial /Commercial 30.6 Q) ives ie 


(excl. Beveraves) 


Beverages pape Nes Drs (2) 
petroleum * alge (a) 3,592) 
Vining Ba) g.5 Ty.) 
Railways 16.9) (3) yak BY) 
irieien bili bLepa* rey (dh) eb Ao) 
Financ ial a (8) lie) 
Other vo 62) ea (8) 


TOPAL LOOs 3 100. 


* Excludes pipelines (which account for most 
of "Other Utilities” in the United States). 


** Includes pipelines. 
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Industrial Ceceil, 1974 and Lose 


_inGsS 


Increase in 


all countries Z of total 
% of total CDIA (Assets! 
fe _increase 195 194 
Industrial/commercial $72 50 32 it 
(excl. Beverages) 
Beverages ; 280 ic P4 2¢ 
Petrolewn Liz 10 és % 
Wiring (incl. pipelines) 15 nS g s 
Railways = _0 ah 3 
Other Utilities 62 4 10 " 
Financial do a) - 4 
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Changes in the dollar-value of CDIA Assets 
by Geographical Distribution, with growth rates. 1949, 1954, and 1964 


Between 1954 and 1964, the geographical areas with the 
fastest CDIA growth rates wers the Common Market and other Europe 
(excl. U.K.), and Other America (other than the U.S. and Latin 
America). While these a aay had rather low absolute values of CDIA 
assets in 1954, their growth rates are nevertheless meaningful. The 
U.K. growth rate wes well above the total growth rate of CDIA and 
is based on significant CDIA in 1954. The high Asia growth rate is 
not very meaningful due to the low base in 1954. The high Australasia 
growth rate is as significant as the Common Market and Other America 
growth rates. The very low U.Se growth rate is most meaningful. The 
very low Africa and the average Latin American growth rates are 
meaningful. (The Commonwealth excl. U.K. grouping, which cuts across 
the other groupings, had a significant growth rate starting from & 


@ollar-value level slightly greater than that of the U.K. in 1954.) 


In terms of a longer run perspective, the 1954-1964 
geographical decade "trends" are, on #he whole, part of the trend 
pattern since 1949. The main differences are & more rapid relative 
decline of the U.S. CDIA growth rate for the 1954-1964 period than for 
the 1949-1954 period and a more rapid relative increase in the Common 
Market and other Europe growth rate in the later period than in the 


earlier period. 
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Changes in the Relative Geographical Distribution 
of CDIA (Assets), particularly 1.954 - 1964 ( 108 
Between 195/, and 1964 there was a relative shift in the 
geographical distribution of CDIA.* This shift has been primarily away 
from the U.S. to the rest of the world (R.O.W.). The ghare of Latin 
America has remained almost constant. The share of Africa as a whole 


(and the non-Commonwealth African countries in particular) has declined. 


Between 1954 and 1964 the expansion of CDIA (assets) in 
the U.S. accounted for approximately 46 per cent of the total increase 
in CDIA (assets) which brought the U.S. share of total CDIA (assets) 


down from 76 per cent in 1954 to 60 per cent in 19646 


In a longer run perspective, the U.S. share has returned 
to its 1926-30 level. ‘The U.K. share, in contrast, has increased over 
five-fold from its 1926-30 level. Even so, in 1964 the U.S. accounted 
for over 60 per cent while the total amount of direct investment from 
Canada in the U.K. continued to be a comparatively small part of total 


{Investments (under 14 per cent). . 


A ranking primarily by continent in terms of 1964 shares, 
results in the following order: U.S.3 U.K.3 Other America (other than 
the U.S. and Latin America, 4.6. includes sterling area countries and 
French and Dutch possessions) ; Common Market and other Europe} Latin 
America} Australasia (Australia, New Zealand, and the rest of Oceania) : 
Africa (including South Africa); and Asia. Since 1954, Europe and 


Other America have become more important than latin America and Africa. 


As would be expected, annual Canadian Direct Investment 
Flows abroad (as shown in the balance of payments statistics) give 
similar evidence of this shift since 1954, the flow of funds to the U.S. 
being relatively less in the first half of the 1960's than in the middle 


of the 1950's. It is significant that the category of 


aie ee Re SSS a 


downward 
* A "pelative’shift does not, of course, mean that the "absolute" 


book value by CDIA assets in any particular country or grouping 
of countries has fallen. 
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"Other OECD in Europe"™* has increased its share of the flow for 

if this continues, CDIA (assets) in these OECD countries could, 

over the period 1964-74, increase at a faster rate than for other 
countries or groups of countries. 

(The selection of the unequal time—periods y 1954-57 and 1960-65, 

4s subjective: the selection criterion was to eliminate or to smooth 
over, Very a peorael years for particular countries, for example in 


1958 there was no net Canadian direct investment flow to the Dasve 


The results of this geographical shift of CDIA assets 
or "stock" and CDIA flows seem also to be reflected in the geographical 
distribution of the flow of dividend receipts to Canada on CDIA. 
While the dividend receipt shift likely reflects different geographical 
profit cycles (among many other influences) ** as well as @& relative 
geographical shift in CDIA (perhaps itself partly a function of such 
profit cycles), the net result is at least consistent with the shifts 
in the previous indices. The shift away from the U.S. measured by 
the dividend index does not, however, seem to be as large as the shift 
indicated by the Preriocs indices. This seems reasonable since 4 
dividend geographical shift could well lag behind the geographical 
shift in the outflow of CDIA. The dividend shift could become more 


apparent for the period 1965-70. 


cle ee ee A 


* Austria, Belgium, Luxembourg, Denmark, Greenland, France, Federal 
Republic of Germany, Greece, Italy, Netherlands, Norway, Portugal, 
Spain, Switzerland and Turkey. 


** There are many factors which could influence the size of dividend 
receipts in any period and between two periods: views about the 
exchange rate, liquidity, interest rate differentials, exchange 
controls (potential as well as actual) political stability in- 
cluding the possibility of nationalization, the interaction of tax 
legislation in Canada and in foreign countries, corporate financing 
policy, etc. 
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Dollar Value of CDIA Assets, by Geographical Distribution, 1949,1954 and 1964* 


~-- 1954-1964 --- 
1949 1954 1964 #£=Rercentage 
dm mn om increase Rank 

7S. Velie leon. 2,025 65 (7) 
eK. 594 aap 457 2 (3) 
Latin America 47 77 167 : 247 (6) 
Other America 25 55 255 364 (2) 
Africa 20 48 65 35 (8) 
Common Market and 19 34 191 4,62 7) 

other Burope 
Australasia 25 40 141 AIS (5) 
Asia 10 15 55 267 (4) 
(Commonwealth countries (76) a el 38) anh 20) (209) 

excl. U.K.) | : 
TOTAL 926) #019 3 356 107 


*This particular geographical distribution is not available from DBS prior 
to 1949. 
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CDIA (Assets) ,Relative Geographical Distribution 
1954 and 1964 


1954 (Rank 1964 (Rank 

os 76.0 u 60. 3 a 
U.K. oth > 18) 13767 (2) 
Latimeimericaci.4.¢ (3) 5.0 (5) 
Other America 3.4 (A) Viney 6?) 
Africa ’ 3.0) (5) me (7) 
Common Market tbe 

Other Europe 2.1 (7) 2ihy2e? (4) 
Australasia ee (0) io amo) 
Asia 9 (8) 1.6 (8) 
(Commonwealth (8.5) (-) (12.7) (-) 

excl.U.K.) 
TOTAL 100.1 99.9 
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CDIA- (Flow), Relative Geographical Distribution 
1954-57 and 1960-65 


1954-57 1960-65 
Uo 60g 30.2 
U.K. 5.8 1556 
Other Sterling Leet PG 
Other OECD in Europe ary Lo, 3 


All Other eS eek ao2 
TOTAL 100.0 100.0 


Dividend Receipts on CDIA, Relative Geographical Distribution 
1954-57 and 1960-65 


1954-57 1960-65 
Liss TAS Pet LOO 
Uae LAS Zao l 
All other countries era) 3G a0 


3 
ra 
> 


L 100.0 LOO nL 


videisl ,AIT) no niqtesel baehiviy — - 
Ya a'e | ; 


a at een — 


BA 
AU 
asitdvros yerige LEA 


JATOT 


Changes in the Relative Geographical Distribution of CDIA (Assets), 
by Industrial Detail, particularly 1954 and 1904 
In every industrial classification used by DBS there 
was a relative shift away from the U.5. to the R.O.W. except in 


railways. CDIA in railways remained completely in the U.S. 


In 1954 the U.S. share of industrial /commercial 
(including beverages) CDIA assets was 73 per cent. Between 1954 and 
1964, the U.S. received only Al per cent of the increase thereby 
reducing its share of such CDIA assets at the end of the period to 


56 per cent. 


In 1954 the U.S. share of petroleum CDIA assets (ex- 
cluding pipelines) was 95 per cent. Between 1954 and 1964, the U.S. 
received 90 per cent of the increase thereby reducing its share of 


such CDIA assets at the end of the period to 92 per cent. 


In 1954 the U.S. share of mining CDIA assets was 29 
per cent. Between 1954 and 1964, the U.S. experienced a slight ab- 
solute dollar-value decline of such CDIA assets thereby reducing its 


share at the end of the period to 13 per cent. 


In 1954, the U.S. share of CDIA assets in utilities other 
than railways (including pipelines) was 76 per cent. Between 1954 
and 1964, the U.S. received only 55 per cent of the increase thereby 


reducing its share of such CDIA. assets to 70 per cent. 


In 1954 all CDIA financial assets ($3 million) were 
located in the U.S. Between 1954 and 1964, the U.S. received 83 per 
cent of the increase ($135 million) thereby reducing its share of such 


CDIA assets at the end of the period to 83 per cent. 


In 1954 the U.S. share of All Other CDIA assets was 76 
per cent. Between 1954, and 1964, the U.S. received only 34 per cent 
of the increase thereby reducing its share of such CDIA assets at the 


end of the period to 39 per cent. 
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Increase in CDIA (Assets) 1954 to 1964, 
Industrial Detail, and U.S. Shares 


U.S. share 
of 
total assets 


1954-1964 1954-1964 U.S.shar 


Increase in Increase in of total 


all countries U.S.only increase 1964 

| i i & dovaaage 
Industrial/Commercial 1,152 472 56 

(incl. Beverages) * 

Petroleum Le Wis) we 
Mining (incl.pipelines) 145 -3 ie 
Railways ~ - 100 
Other Utilities 62 34 70 
Financial ee pie 83 
Other aL 24 39 
TOTAL ef 37 794 60 


* The geographical distribution of Beverages is not available 
from DBS. In 1954, $420 million of CDIA assets in the U.S. was 
4n brewing, distilling, and beverage industries. ‘*/ DBS stresses 
that this calculation 1s not comparable to the special time 
series they prepared for this report on the growth of CDIA 
beverage assets. If the two calculations were comparable for 
1954, then the U.S. share would be 96 per cent. 
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Chanyes in the Relative Geographical Distribution 
of the Industrial /Commercial (including Beverayes) Components 
Qs 


of CDIA, particularly 1954-1964 


— 


On a world-wide basis, as noted above, industrial / 
commercial (including beverages) CDIA assets were relatively more 
important in 1964 than in 1954 (or in 1939), their combined book- 
value increasing by 123 per cent compared to a 107 per cent increase 
of total CDIA. (Within this classification, beverages increased 
by only 04 per cent, much less than the 107 per cent increase in 
total CDIA.)* Industrial /commercial assets accounted for alnost 
58 per cent of total CDIA assets in 1954 and almost 63 per cent 


in 1964. 


Between 1954 and 1964, the U.S. experienced a decrease 
in its relative share of CDIA in industrial/commercial assets and 
the U.K. and all other non-Commonwealth countries as a group 
experienced 4 significant increase. Commonwealth countries (other 
than the U.K.) experienced no significant relative change. In terms 
of a longer run perspective, the U.S. share has dropped below its 
1939 level (61 per cent), the shares of the U.K. and other Commonwealth 
countries have increased almost to their 1939 levels and BulJl @nsiekene 


countries as a group have increased slightly beyond their 1939 level. 


While .the U.S. accounted for about 56 per cent 
of CDIA in industrial/commercial concerns in 1964, the relative decline 
since 1954 contributed significantly to the total decline of the 
U.S. share of all CDIA assets. Furthermore, since industrial /commercial 
assets accounted for almost 58 per cent of total CDIA assets in 
1954 and almost 63 per cent in 1964 the significance is much more 
important than the relative shift in, for example, mining which has 


a much smaller percentage weight. 


* Unfortunately, the geographical distribution of beverages is noc 
available from DBS. Beverages (which includes products from 
breweries and distilleries and non-alcoholic beverages) accounted 
-for 27 per cent of total CDIA in 1954 and less than 22 per cent 
in 1964 while industrial /commercial (excluding beverages) accounted 
for about 31 per cent and 41 per cent in 1954 and 1964 respectively. 
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CDIA (Assets) in Industrial /Commercial Concerns 


Geographical Distribution, 1954 and 1964 


1954 1964 
Usd: Ween eo) 
aks 12.6 Poet 
Other Commonwealth te9 8.9 
All other countries 6.1 aPAC 


TOTAL LOGO. y, 100.0 


Changes in the Relative Geographical Distribution 
of the Petroleum Component of CDIA, 1954-1964 


On a world-wide basis, as noted above, petroleum 
CDIA assets (excluding pipelines) were relatively more important in 
1964 than in 1954, their book value increasing by 154 per cent 
compared to a 107 per cent increase of total CDIA. Petroleum assets 
accounted for about 7 per cent of total CDIA assets in 1954 and 


slightly less than 9 per cent in 1964. 


Between 1954 and 1964, the U.S. experienced a small 
decrease in its relative share of CDIA in petroleum assets and 
Commonwealth countries including the U.K. as a group increased their 
share from nothing in 1954. All other countries as a group experienced 


a small decrease. 


Since the relative shift away from the U.S. was small 
and since petroleum assets accounted for less than 9 per cent during 
the 1954-1964 period, the petroleum shift was not very significant 


in the total decline of the U.S. share of all CDIA assets. 
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CDIA (Assets) in Petroleum Concerns, 


Geographical Distribution, 1954 and 1964 


1994 1964 
lisa. 94.6 SH) 
Hates - ae, 
Other Commonwealth - Bak 


All other countries sad 4.6 
TOTAL 100.0 LOO 
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Changes in the Relative Geographical Distribution 


of the Mining Component of -CUiTk. 1954-1904 


On a world-wide basis, as noted above, mining CDIA 
assets were of almost the same relative importance in 1964 as they 
were in 1954, their book value increasing by 109 per cent compared 
to a 107 per cent increase of total CDIA. Mining assets accounted 
for little more than 8 per cent of total CDIA assets in 1954 and 


1964. 


Between 1954 and 1964, the U.S. experienced Be absolute 
decrease in the value of mining CDIA assets which, in conjunction with 
the total R.O.wW. growth, lead to 4 significant decrease in its 
relative share. There has been, and is, no CDIA in mining in the 
U.K. Commonwealth countries other than the U.K. as a group experienced 
a significant increase in their relative share. All other countries 


experienced a4 moderate increase. 


The significant relative decline in the U.S. share of 
CDIA in mining contributed to the total decline of the U.S. share of 
all CDIA assets. However, since mining accounted for onlv slightly 
and 1964, 
more than 8 per cent of total CDIA assets in 1954, the significance 


is not as important as the shift in, for example, industrial/ 


commercial which has a much larger percentage weight. 
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CDIA (Assets) in Mining Concerns, 
Geographical Distribution, 1954 and 1964 


1954 1964 
ase fag BS 13.0 
Usk: - - 
Other Commonwealth L508 57.8 
All other countries 25.0 2950 


TOTAL 100.0 100. 
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Changes in the Relative Geographical Distribution 
of the Railway and Other Utilities Components of CDIA, 
particularly 1954-1964 

On a world-wide basis, as noted above, CDIA assets in 
railways and other utilities (including pipelines) were relatively 
less important in 1964 than in 1954 (or in 1939), their combined 
book value increasing by less than 15 per cent compared to a 107 
per cent increase of total CDIA. Railways and other utilities (assets) 
accounted for about 26 per cent of total CDIA assets in 1954 and 
about 15 per cent in 1964. There was no growth at all in railways, 
the total growth in railways and other utilities as a group being 


accounted for by a 40 per cent increase in non-railway utilities. 


CDIA in railways has been, and is, located exclusively 
in the U.S. Other utilities are located in the U.S. and in many other 
countries. Pipelines account for most of the other utilities in the 


We Si 


Between 1954 and 1964 the U.K. and other Commonweal th 
countries experienced an increase in their relative share of utilities 
other than railways and the U.S. and all other countries as a group 
experienced a decrease. This was a continuation of a longer run 


trend since 1939. 


While the U.S. continued to account for 70 per cent of 
CDIA in other utilities in 1964, the relative decline since 1954 
contributed to the total decline of the U.S. share of all CDIA assets. 
However, since railways and other utilities accounted for only about 
26 per cent of total CDIA assets in 1954 and about 15 per cent in 
1964, the significance is not as important as the shift in, Lor 
example, industrial /commercial which has a larger percentage weipht. 
It is, of course, more significant than the shift in other individual 


industrial groups. 
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CDIA (Assets) in Utilities other than Railways, 
Geographical Distribution, 1954 and 1964 


1954 196 
U ahis . oat 69.9 
U.K. me Seat 
Other Commonwealth 2.6 QoL 
All other countries 20.8 16.7 


TOTAL 100.1 100.0 
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Changes in the Relative Geographical Distribution 
of the Financial Component of CDIA, 1954-1964 


On a world-wide basis, as noted above, financial 
CDIA assets were relatively more important in 19645 than in’ 1954: 
in 1954 financial CDIA assets had a book value of $3 million and 
in 1964, $138 million. Financial CDIA assets** accounted for less 
than 1 per cent of total CDIA assets in 1954 and slightly more 


than 4 per cent in 1964. 


In 1954 CDIA in financial assets were located 
exclusively in the U.S. Between 1954 and 1964 some CDIA in 
financial assets flowed to the U.K. and other Commonwealth countries. 


A token amount also went to all other countries as @ group. 


While the U.S. continued to account for 83 per cent 
of CDIA in financial assets in 1964, the relative decline since 
1954 contributed to the total decline Neate U.S. share of all CDIA 
assets. However, since financial CDIA assets accounted for less 
than 1 per cent of total CDIA assets in 1954 and 4 per cent in 
1964, the significance is not as {mportant as the shift in, for 


example, industrial/commercial which has 4 larger percentage weight. 


cr a rR re 


* here has been a considerable reversal in the financial category 
since 1964. 


ialiel These are net of liabilities to non-residents. 
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CDIA (Assets) in Financial Concerns, 
Geographical Distribution, 1954 and 1964 _ 


1904 
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Other Commonwealth ~ 
All other countries = 
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Changes in the Relative Geographical Distribution 
of the All Other Component of CDIA 1964-1904 


On a world-wide basis, as noted above, all other 
(miscellaneous) CDIA assets were relatively more important in 1904 
than in 1954: in 1954 miscellaneous CDIA assets had a book value 
of $9 million and in 1964, #30 million. These miscellaneous assets 
accounted for less than 1 per cent of total CDIA assets in 1954 and 


between 2 and 3 per cent in 1964. 


In 1954 CDIA in miscellaneous assets were located in 
‘the U.S. and countries other than the U.K. and the rest of the 
Commonwealth. Between 1954 and 1964 some CDIA in miscellaneous 


assets flowed to the U.K. and other Commonwealth countries. 


The relative decline in the U.S. share of miscellaneous 
CDIA assets since 1954, contributed to the total decline of the U.». 
share of all CDIA assets. However, since miscellaneous assets 
accounted for less than 1 per cent in 1954 and between 2 and 3 per 


cent in 1964, the significance is only marginal. 


br. 7 
i130 Loe st@ei 6 bedan ea’. clént’ ot wi itor, att 
satis ahs Te } 


1, iyi@l oy sngeri ie | 


da Det wieres APG oy eri lPoeia ya a 


kbs My ed 4 
J 74 : My] i rest} 

onus 

a : 


ell td ae pep Gear Sg 
~~ 


oie ot Ata ela 


ak, oO S mane: ban le U ald 
— 
Tewud t /Altas oun, : 


A) ot of Bewed? 2¢ecea 
_ 
7 


i ¢ wOoiice uioaa a 
as AMD) {le to 
HJ i 20) bad won 


‘ienple ad? , 0000 at dae 
i aad 


7 


CDIA (Assets) in all Other Concerns, 
Geographical Distribution, 1954 and 1964 


1954 196/ 
oer 78 Ms: 
We. - 8 
Other Commonwealth - 49 
All other countries 22 5 
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Changes in the Ratio of CDIA to Foreign Direct Investment 


sn Canada (FDIG),;-Particularly 1954 = 1964 


iil er eee aT ee Se TT ee ee 


CDIA (Assets) inereased from $1.6 billion in 1954 to $3.4 billion 
in 1964, an increase of 107 per cent. Foreign direct investment in Canada 
(FDIC) (Assets) increased from #6.8 billion dollars in 1954 to $15.9 billion 
in 1964, an increase of 134 per cent. Consequently the ratio of CDIA to 
FDIC declined from 23.5 per cent in 1954 to 21.4 per cent in 1964, a decrease 
of 9 per cent (or 2 percentage points).* In terms of the change in CDIA (Assets) 
and FDIC (Assets), the ratio of the CDIA snerement to the FDIC increment was 
18.7 per cent in 1954 and 50.8 per cent in 1964. This two-year comparison 
$3 not very meaningful since both time-series are quite volatile. There does 
appear, to be,nevertheless, a slight upwards shift in the ratio when the first 
part of the 1951-1964 period is compared to the latter part; if both 1954 
and 1944 are excluded, the ratio for the first five years lies between 10.2 
and 14.4 per cent and for the last four years between 17.0 and 39.3 per cent. 
This is a result of hoth a small upward Nenift"” in the ODIA increment and a 
small downward "shift" in the FDIC increment. It may be that that portion of the 
CDIA increment consisting of the outflow of funds from Canada was less important 
than CDIA from retained earnings and other factors (including the rising value 
of foreign currencies in terms of Canadian funds) in contributing the gmall 
upwards "shift" in the CDIA sncrement. (The ratio of CDI flows abroad to 
CDIA increment, "shifted"/from an average of about 60 per cent for 1955-59 JSdownwards 
and 4.5 per cent for 1960-63). If the slight short-run “shift" in the incremental 
ratio ig an indication of a permanent shift, then the asset ratio of CDIA/FDIC 
will continue to increase from its post World War II low of 19 per cent in 1961. 


In terms of a longer-run perspective, the ratio of CDIA (Assets) to 
FDIC (Assets) was: 22.2 per cent in 1926; 16.7 per cent in 1930; 30.4 per cent 
in 1939; 25.9 per cent in 1945; and 26.7 per cent in 1951. Since 1951, the 
ratio has declined. 


CDIA and FDIC, B V 3 Rati 
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Assets Increment Assets Increment 

$B 195/= $B 1954= $B 1954= $B 1954= Assets Increment 
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1960 12.9 190 POF 1G 127 ee ob pe eee Heh 19.3 
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* For the years 1958-1962 the asset ratio was in the 19.0 - 19.4 per cent range. 
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Dividend Receipts on CDIA (and Geographical Distritution) £4, 
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Dividend receipts on CDIA increased from $63 million in 1954 to 
$188 million in 1964, an increase of 198 per cent. While the provisional 1965 
value 13 $146 million, neither this figure nor the 1964 figure are representative 
of the dollar values for the total 1954-1964(65) period. (Whether or not they 
mark the beginning of an upwards shift 1s an open question.) The highest prior 
value was $92 million dollars in 1961 (a 46 per cent increase over the 1954 
dollar-value of $63 million which was the lowest value for the period). 


The outflow of CDIA increased from $90 million dollars in 1954 to 
$95 million in 1964, an increase of 6 per cent. The 1963 value was $135 
million, an increase from 1954 of 50 per cent. This flow fluctuated between 
$0 million (1958) and $135 million (1964). 


: The ratio of CDIA receipts to CDIA outflows fluctuated between a 
low of 56 per cent (1963) and a high of 198 per cent (1964) for the 1954-1964 
period. In seven of the eleven years the ratio was below 100 per cent and 
in four of the eleven years the ratio was above 100 per cent. For the eleven 
year period as a whole, the ratio of total receipts ($946 million) to total 
outflow ($950 million) was 100 per cent. In terms of Canada's balance of 
international payments, therefore, the inflow of dividend receipts directly 
neutralized the outflow of CDIA for the period. (As a definitional corollary, 
the reverse flows by themselves had no net direct effect on Canada's balance 
of international indebtedness). For the same period, total dividend payments 
on FDIC ($3,956 million) were only %.7per cent of the inflow of FDIC &, S70) s 
the net direct effect of the two reverse flows, therefore, was to strengthen 
Canada's balance of payments (and to contribute to the increase in Canada's 
indebtedness on international account). 


The ratio of dividend receipts on CDIA to dividend payments on FDIC 
has fluctuated between 17.9 per cent (1963) and 33.5 per cent (1964) over the 
1954-1964 period. For five of the eleven years the ratio was above 22.5 per 
cent and for six of the eleven years below 22.5 per cent. It would appear 
that for the period as a whole, there has been no| divergence in the growth “L trend 
rates of the two flow series. 


The geographical source of CDIA receipts appears to have shifted 
slightly away from the U.S. to the R.O.W. during the 1954-1964 period. For 
example, the accumulative receipts for the period 1954-57 from the U.S. were 
49.7 per cent of the total whereas for the period 1960-65 the U.S. accounted 
for only 40.0 per cent. (Note:- If 1958 is included in the early period and 
1959 in the later period the gap narrows to 3.6 percentage points compared to 
9.7 percentage.) In terms of a longer run perspective, the U.S, accounted for 
63.8 per cent of the dividend receipt for the period 1946-53 compared to the 40.0 
per cent for the period 1960-65. 


The relationship among dividend receipts from CDIA retained 
earnings abroad on CDIA, and the outflow of CDIA is a very intricate 
statistical and decision-making relationship. Various hypothesis could be 
made and then tested by detailed statistical methods and refined data and 
by refprence to depth case studies on CDIA firms. It would be tempting to 
conclude that the main reason why the ratio of dividend receipts to CDIA assets 
has declined from 3.9 per cent in 1954 to 2.4 per cent in 1963 is that the 
decision-makers in CDIA firms have, on the whole, decided to hold down the size 
of dividends earned abroad in order to have the desired pool of funds abroad 
for external expansion as a partial substitute for transferring funds from 
Canada. One major difficulty with the aggregate statistics is that there are no 
refined data on retained earnings of foreign located enterprises of CDIA firms; 
for example the annual increment of CDIA minus the annual outflow of CDIA gives a 
"messy" residual which may be completely misleading as an index of retained 
earnings since "other factors" have not been taken out,(such as the changing 
value of foreign currencies in terms of Canadian funds, the reclassification 
of portfolio investment in foreign securities as direct investment the reverse 
does not seem to be common, and the net entry/exit of firms Snto/out of CDIA). 
The drawing of conclusions about investment/dividend decision-making at the 
micro-level from the available maco-statistics is methodologically hazardous 
‘as well. The aggregate statistics are net data, the increment of CDIA in any 
year, for example, is arrived at (partially ) by subtracting the disinvestment 
of some firms from the investment of other firms. In any one year, the dividend 
receipts could be accounted for by one group of firms and the outflow of CDIA 
by another group of firms. There is also the question that in CDIA multi- 
national firms there are wide differences between centralized and decentralized 
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external dividend and investment decisions: at. one extreme would te the case 

of the foreign subsidiary in which the local management makes the tasic decision 

on the level of its dividend payments, to the Canadian parent (and local stockholders, 
$f any) and at the other extreme would he the case where the Canadian parent makes 
the basic decision.” Thus it would appear that meaningful analysis of firm decision- 
making with respect to dividend receipts, foreign retained earnings and investment 
outflows (from the parent company)can best be done by individual firm case studies. 
Thig would involve long-run and detailed research. 


Aggregate Statistics Relating to Dividend Receipts, 


Retained Earnings, Investment, and Outflow of CDIA_ 
Increment in CDIA 
Outflow Increment Minus CDIA outflow Dividend 
of CDIA in CDIA Plus dividend Receipts 
2 BS 2 es Receipts Be Pie, 
A EOS we ne 
1954 90 sae: 115 63 
>- - a aS 
1955 85 123 pk: c 80 
+ =f at a 
1956 105 N49 iy, 70 
Dees +< +< 
1957 80 132 179 . v7 
1958 One RE PRE M Sap mids 
ih Be + 4 + « + ee ; 
1959 a5 146 peak 83 
Sa + tX ac ld 
1960 50 ~ 186 / 204, ; 68 
te = + AQ, 
1961 80 Zs - Nie get ¢ a2 
= = = a 
1962 105 4 10; ‘ sate i 3 
+ +o + + 
1963 ie 304 c 245 c 7 
+ + 
1964 95 be SOR B2h 188 
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* Many factors could influence the relevant decision-maker's judgement on the 
size of dividend receipts in any period: views about the exchange rate, 
liquidity, interest differentials, exchange controls (potential as well 
as sevti 14) political stability including the possibility of nationaliza- 
tion, the interaction of tax legislation in Canada and in foreign 
countries, and the firm's (or the subsidiary's) financing policy. 
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Canadian Direct. Investment Abroad (CDIA) Classified 


by Size of Investment, Year Ends 1954 and 1963 
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While there are probably 350 - 400 (1963) firms located in Canada 
engaged in CDIA, a relatively few firms account for most of the dollar-value 
of CDIA. 

the 

DBS estimates that,13 largest firms (in terms of their book-value 
of CDIA)* accounted for 70.3 per cent of CDIA in 1963. The next 8 largest 
firms accounted for an additional 7.2 per cent. The next 38 largest firms 
accounted for an additional 11.5 per cent. The remaining small firms 
(probably 300 to 350) accounted for the residual (11.0 per cent). Thus, a 
total of 21 firms accounted for almost 78 per cent of total CDIA and oy 
firms for 89 per cent of the total. 


CDIA, Classified by Size of Investment, Year End 963 
No. of Value of Per cent 
firms CDIA gf tota 
Book Value of CDIA $M 
Over $50M 13 $2,197 oes 
$20 to $50M 8 224, line 
$5 to $20M 38 358 hes 
Under $5M Nee AC pl A! 
Totals $3,125 100.0 


Whether or not there has been a significant change in the domestic 
concentration of control of CDIA since 1954 is difficult to judge. Lees 
impossible to use the total number of firms involved since DBS is quite frank 
in stating that their coverage is not complete for either 1954 or 1963 and 
that the degree of coverage for the two years probably varies (1963 being more 
‘comprehensive than 1954). For this reason DBS is reluctant to make public 
the number of known CDIA firms with CDIA under $5 million in 1963. 


Even if the 1954 and 1963 comparison ig done for those firms with a 
took value of CDIA over $5 million, the apparent conclusions could be misleading. 
For example, it is tempting to conclude thet firms with CDIA between $20 and . 
$50 million were less important (4n terms of several measures) in 1963 than in 
195/, and that firms in the over $0 million category and in the $5 million to 
$20 million category were more important in 1963 than in 1954. One rough 
measure is the changing percentage shares of CDIA ($5 million or more) of the 
three rroupings of firms: while both the percentage shares of the over $50 
million firms and the $5 to $20 million firms increased (74.9 per cent to 
79.1 per cent and 10.1 per cent to 12.9 per cent, respectively) the percentage 
share of the middle sized rroup of firms, $20 to $50 million, decreased (15.0 per 
cent to 8.1 per cent). Another rough measure is the changing average (arith- 
metic) size of the firms in each of the three groupings: while both the average 
size of the over $50 million firms and the $5 to $20 million dollar firms 
increased ($137 to $169 million and $8.7 million to $9.4 million, respectively) ** 
the averape size of the middle sized group of firms, $20 to $50 million decreased 
($37 million to $28 million)**. To conclude from these measures there has been 
a type of concentration polarization of CDIA economic activity could be most 
misleading. For instance, since there are so few firms involved in CDIA 


a 


* Throughout this section the definition of "size of CDIA firms" is in terms 
of the book-value of direct investment outside Canada. 


t# It 48 difficult to judge the extent to which 1954 dollars are comparable to 
the 1963 dollars in constant terms. DBS notes that "book~values” estimates 
of CDIA are used and as a result in periods of rising prices such values 
could be less than market values or replacement values 
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4n the $5 million dollar open-ended group (a9 4n/1954 ‘and 59 in 19463), the 
4nfluence of three or two (or even one) of the largest firms could largely 
explain the statistical changes. Furthermore, in the over $50 million group 
the sive of the firms probably covers an extremely wide range (this is 
tndicated by the gap between the #50 million bench-mark and the size of the 
average firm in the proup——$137 million in 1954 and $169 million in 1963). 
(The rapid expansion of Alean's CDIA between 1954 and 1963 could,hypothetically, 
have accounted for a large share of the changes in the two measures noted 

above for the over $50 million grouping). Furthermore a detailed understanding 
of the assumptions and definitions used by DPS to calculate the final summary 
data would be a pre-requisite for drawing meaningful conclusions about any 
change in the nature of CDIA domestic concentration over the 1954-1963 period 


In this latter specific context, the conceptual questions raised 
earlier have a direct application: if the purpose of analysing concentration 
and changes in concentration 43 to gain information pertaining to the con- 
centration of behavioral decision-making control over the use of investment 
funds, the statistical data may or may not be relevant. For illustrative 
purposes, it is conceivable that in 1954 two of the firms in the $20 to $50 
miilion catepory were classified as being separate because of the non- 
4ntegration of the ownership of their voting stock (they could have had a 
portfolio exchange of 10 per cent of their stock and still be defined as 
separate), but which were highly integrated in terms of actual decision making. 
By 1963, these two firms may have become one legal entity,thereby increasing 
the number of firms in the over $50 million category (gross) by one and 
decreasing the number of firms in the $20 to $50 million category (gross) by 
two. In terms of actual decision-making, it is conceivable that in 1963 there 
was less integration than {n 1954. Assuming this was the only change to take 
place, it would be completely misleading to conclude from the statistical 
Sncrease in domestic concentration that actual decision-making concentration 
had taken place. 


CDIA, Classified by Size of Investment $5 Millions ard Over, 
Year Ends 1 ard 1963 _ oe es Se 


Book Value No. of Firms Percent of Total* Value of CDIA 


of CDIA 1954 1963 1954 1963 per firm 
1954 1°63 
Over $50M 8 13 The 79.1 Loy 169 
$20 to $50M 6 8 15.0 gol 37 28 
$5 to $20M Lz 38 10.1 12.9 $3.7 9.4 
Totals ph ee) 1 OO COR OCs Lied el 


* The total of the three groups with CDIA #5 million or more 
was 90.5 per cent of the total of all CDIA in 1954 and 89.0 
per cent in 1963. 
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NON-RESIDENT EQULTY AND CONTROL OF CDIA, 


particulary 1954-1964 


Non-residents have an important share of CDIA through their 
ownership of equity in firms located in Canada which, in turn, have 
direct investments abroad. For example, Alcan Aluminium Ltd. (Head Office 
in Montreal) has 68 per cent of its voting stock held by residents of 
the United States. It is, therefore, classified as non-resident controlled. 
Alcan Aluminium, a holding company, has direct investments abroad through 
4ts wholly-owned Canadian Company, Aluminium Company of Canada Lid. ‘The 
latter company has subsidiaries in the U.S., Italy, Germany, Uruguay, 
Malaya, Ghana, Australia, Belgium, Spain, New Zealand, Jamaica, Guyana, 
Brazil, South Africa, France, Argentina, India, Mexico. 


DBS, in calculating the non-resident equity in CDIA, seems to 
start with the percentage of non-resident equity in the 350-400 parent 
firms located in Canada which have direct investments abroad and then 
calculates thea non-resident equity of the parent firm's direct investments 
abroad on the basis of the proportion the non-residents have of the 
eguity of the parent firm in Canada. The method used by DBS to calculate 
the non-resident control of CDIA seems to start with the non-resident 
control (using the DBS definition) in the 350-400 parent firms located in 
Canada which have direct investments abroad: if a parent company is 
classified es controlled by non-residents, then all of its direct invest- 
ments abroad may be classified as non-resident controlled. 


Assuming that the above interpretation of the method used by 
DBS is correct, it would mean that there are two off-setting influences 
on the divergence between the ratio of non-resident equity in CDIA and 
the ratio of non-resident control of CDIA (in 1964, 47 per cent and HS) 
per cent respectively). One influence tending to make the equity ratio 
greater than the control ratio is that that non-resident ownership in the 
Canadian parent CDIA firm which is defined as "yortfolio"® investment as 
opposed to "direct investment” results in a proportionate equity share 
(say, 5 per cent) of the parent company's CDIA while it is not included 
in the control figure. The opposite influence tending to make the control 
ratio greater than the equity ratio is that non-resident ownership in the 
Canadian parent CDIA firm which is defined as "direct investment" (say, 
70 per cent equity ownership) results in the total (not just 70 per cent) 
CDIA of the firm being counted as non-resident controlled while the equit) 
figure has only the original equity proportion (in, big. case, (U0 lper agit 
counted in. 


It should also be noted that if the DBS definition of non-resident 
control were closer to that of the Taxation Division (25 per cent) the gap 
between the non-resident equity ratio and the non-resident control ratio 
would likely be narrower. 


Non-residents are calculated to have had $595 million of CDIA 
equity in 1954 and $1,574 million in 1964, an increase of 165 per cent. 
During the same period residents had $1,024 million and $1,782 miilion of 
CDIA equity respectively, an increase of 74 per cent. Consequently, non- 
resident ownership of CDIA equity increased from 37 per cent in 1954 to 
47 per cent in 1964. (The rate of growth of this ratio was 27 per cent.) 
This non-resident equity was highly concentrated in the U.S.; al per cent 
of total non-resident equity in 1954 and 8&2 per cent in 1964. Residents of 
the U.K., while increasing the dollar-value of their equity in CDIA, 
accounted for relatively less in 1964 than in 1954. Residents of all other 
foreign countries increased their relative share between 1954 and 1964. 


In terms of the definition of "control" usgd by DBS, the percentage 
of non-resident control of the foreign operations of CDIA firms was less 
than the non-resident “equity” ownership ratios for both 1954 and 1964. In 
1954, non-residents through their ownership of equity in firms located in 
Canada which had direct investments abroad, and control of certain of these 
firms, controlled 27 per cent of total CDIA. in 1964, this ratio was 43 
per cent. (The rate of growth of this ratio was 59 per cent, slightly more 
than double the corresponding percentage for equity ownership). The 
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non-resident control while highly concentrated in the U.S., was a slightly 
smaller share of total non-resident controlled CDIA in 1964 (90 per cent) 
than in 1954 (97 per cent). 


Non-resident Equity and Control of CDIA, 1954 and 1964 


A. Equity 
Total (Total use. U.K. Other 
CDIA Non-resident 
Hii th C2e 2) oe) ifs v0 
1954 1,419 100 A311) 30 * 5 2 
1964 3,356 100 (47) 39 # 4 4 
B. Control 
1954 1,619 100 (27) pole the canis. <5 
1964 3,356 100 (43) 29 #itpon ules .wht 6 ee ® 


* The U.S. share of total non-resident equity was 81.4 per cent 
in 1954 and 82.4 per cent in 1964. 


## The U.S. share of total non-resident controlled CDIA was 97.3 
per cent in 1954 and 90.5 per cent in 1964. 


What are the explanations of the statistical relative increase 
in, and control of, CDIAg While very little can be said about the quantitative 
4nfluence of the various factors at this time, a number of explanations could 
be possible. First, there is a question of reclassification: residents 
become non-residents and non-residents become residents. The net result of 
this between 1954 and 1964 could have increased the non-resident share. 
Secondly, there is the question of some CDIA parent firms having more of 
their equity owned by non-residents and other firms have less of their equity 
owned by non-residents. The net result of this could have been to increase 
the non-resident equity in CDIA. Thirdly, there is the question of the 
increase in non-resident equity of a CDIA parent firm resulting in a statisti- 
cal control transfer from resident to non-resident and vice-versa. The net 
result of this could have been to increase the non-resident equity in, and 
control of, CDIA. (if the methodology used by DBS is the one noted above, 
then the resulting increase in non-resident control of CDIA would tend to 
be “lumpier" than the increase in the equity ratio.) Fourthly, if the rate 
of growth in CDIA of non-resident controlled firms (Alcan®) was greater than 
the rate of growth in CDIA of resident controlled firms, then the net effect 
would have been to increase the non-resident control ratio of total CDILAS 
This appears to have been the most important reason for the greater non- 
resident share in 1964 compared to 1954. Fifthly, the establishment of 
new firms in Canada to go into the direct investment field by non-residents 
may have contributed more to the growth of non-resident equity in, and 
control of, CDIA than similar undertakings by residents. finally, 4 foreign 
company with a direct 4Snvestment firm in Canada and other direct investments 
{in other countries may have legally transferred the operation of its sub- 
sidiaries abroad from its U.S. office to its Canadian subsidiary. (A large 
new entry with arrangements similar to those of Ford. ) 


What is the significance, if any, of non-resident equity in, and 
control of CDIA? What is the significance of the increase since OS / ao ts 
the non-resident share of CDIA? 


DBS notes that the concept is of significance for calculating 
Canada's net international investment (indebtedness) position: "In showing 
Canada's balance of international indebtedness, the equity of non-residents 
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in the assets abroad of Canadian companies is included in Canadian liavili- 
ties in order to offset the cee tad Sa this equity in the statistics or 
Canadian direct investments abroad." 3 In this context, the relative 
4ncrease in non-resident equity in the assets of Canadian companies abroad 
has been a factor in increasing Canada's international indebtedness. 


The significance of the statement that the increase in non-resident 
control of CDIA has meant less Canadian control of direct investment funds 
may amount to very little. As noted in the previous section on conceptual 
difficulties, the classification of non-resident versus resident is a 
geographical definition rather than a citizenship definition or a behavior 
(decision-making) definition. For example, there are non-resident Canadian 
citizens (Weston) with CDIA and there are probably resident non—-Canadian 
citizens with CDIA (International Utilities Corporation?). Conceptually, 
the relative increase of non-resident potential control of CDIA since 1954 
could have been accounted for by Canadian citizens living abroad rather than 
by foreigners living outside Canada. If this were the correct factual 
explanation of the relative increase in the non-resident share, the conclusion 
that Canadians had somehow lost a greater degree of potential control over 
decision-making pertaining to direct investment abroad, would be erroneous. 
Take another possible example. Suppose that in 1970 the control of a large 
Canadian firm with CDIA passed from the hands of a father who was 4 Canadian 
citizen and a resident of Canada to the hands of a son who was a naturalized 
American citizen and resident in the U.S. (Distillers Corporation-Seagrams 
Limited, hypotheticelly). In the DBS statistics there would be a lumpy 
Sncrease in the non-resident equity in, and potential control of, CDIA. In 
this case, it could be argued that decision-making pertaining to a large 
portion of CDIA has passed not only from the hands of a resident to a non- 
resident but also from the hands of a Canadian citizen to an American citizen. 
But woul@ this latter transfer have any more meaning in terms of decision- 
making than its definitional meaning (other than the fact that control went 
from an older person to a younger person)? Would the size of, and location 
‘of, the total international investment resources be shifted in any way 
because of a definitional reclassification? It would seem that hypotheses 
pertaining to CDIA as economic activity (decision-making) cannot be tested 
in terms of the aggregate statistics. It might be possible to find some 
answers to the behavioral questions in terms of specific case studies. And, 
as Richard Schultz has pointed out in his Appendix (G), the answers may be 
heavily dependent on the methodology used in the case studies. Conceivably 
a case study of the type of sequence noted above, could show that after 
the definitional reclassification, a greater proportion of Canadians held: 
top management positions in the international operation of the firm, for 
example. But the explanation of this subsequent event need not have anything 
to do with the reclassification: it might simply be that more of the best 
people available for top management positions just happened to be Canadian 
citizens. 
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(1) D.B.S., Canada's International Investment Position 1920-1954, Ottawa: 
KE. B. 


Queen's Printer, 1956, p.48 and a personal letter from Mr. 
Carty, Director, Balance of Payments and Financial Flows Division, 


D.B.S., August 10, 1967. 


(2) Ibid, p.50 
(3) D.B.S., The Canadian Palance of International Payments in the Post-War 
65-6 


Years, 1940-1952, Ottawa: Queen's Printer, 1953, Pp. 
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20.8 per cent of the associated sconpanies were located 
Bn Asin. Yote the opposite wes true in the case of subsidiary 
companies (oyily 2.6 per cent of thoge subsidiaries found were 
Socated in Asia). The uarred existence or sienificantlyrand 
relatively more associated cor magies in’ tsa wetlecvse: severa: 
amnortant facts about direct investment vis-a-vis vortrolio 
investment*. 

Phere is a.preference to invest in PO Lika ae) Dy es bee ls 
Breas, (blithe more so in direct investment than portfolio invest- 
mens, Agee jnitial capital expenditure is greater. Many 
TOuntries rn 2 A ea ee Asie today do not present tie picvure 
ee polities héstabpiiity. India and Japan sre exceptions. 

All the associated companies, that is the 20.8 per eent 
Located in Asia, were in Japan. Jabsan, as does Sweden, nese Lews 
preventing the establisnmen> of wholly-owned subsidiaries a:d 
branch plants. These countries nevertheless oven the door to 
associated ventures. The companies in this study, located in 
Japan are Alcan (1), Massey—-Ferguson (1), Cominco (2) sand Poore 


Corvoration (1). 


The statistics forthconing from this study CHOul nee 
Vimitations})-inply that ee ee companies, for the moss pars, 
‘are a result of active legislation on the part of the host country, 
favouring tne Oe Cle OMA aVieiiait es <an0 preventing dinect 


investment. 


IV 
fie loce at one f 
ate d2ta on gecerap 


irns studied. 


Alean Aluminium Limi 


In terms of fixed assets, Alcanye@i ndllytirms.suugied, 
ranked first in 1954 as well as in 1964. The Minine.,ef bezukaee as 
well as the manufacture of aluminium require sizeable CAxL ta) £euLpe 
ment investments Alean's ole a assets increased from 2611 
million +0 2951 estas on between 1954 and 1954... As reflected in 
Gueiseizedof i tsqnet-iaxed Bees holdings;in/1954, Alcan was ,a well— 
established firm by that date. the growta in its net. £2xec. 2sseue 
over the period was 56cper cent.** Because it)was well-established 

71954, it is doubtful that its growtn in fixed assets over whe 
3 da alone. 7 


Fea was due to the conpany's growth within Cana 
ay 


might even speculate that the more significant part of that. crowu 
w2s due to an increase in the company's Cite.) The. £501. .0Sangcen 
js an "international company” upholds this.view. +A Loox ALD ine 
sales figures forthe period further Siibstanvigaves .n28 orinion. 


Canada proyiiles a well-defined and ever-growing market 
for aluminum. Although Canada is in a state cf econo LC eeu, 
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ene a ee 


* Associated companies are classified according TOLveo wba touLes 
as portfolio investments. 


et iL ced assets are equal CO Ue COod. ed, pose ss less deprecia- 
Pre Therefore the actual ieee. Ay fiveo assets over ane 
3 (1904) — newt 2 al 


period i equal vO-nes fixed asset 5 
plus the depreciation talen during the te: year period, woic 
may or nay not result in a different orowth rate. 


4 a 


wee. Cs; sas lc 


St:ool stew eg2c0u.¢ Sate té-odine. ot? Lo. tre be 0. 
1; ra here “Se 7 = ; sued id of Succ ae ot 
ore Tear wa jee, ? F)On8 seoar + i Paes 165 6 2 hae 

Fu Tien oe Sonar sbi caritias on? ~(akel 
pals 7 TE: Rate ag) ‘Sneetin b= 4 
snes, ai¥-i- cig Yeaeeal S4ecth deemele ors 


PRES Ps ei i topvet. 62 Saotetote £ ek eres? 
‘oLr eeith at.os sYam emer ts 
\ yum . ~wiqey (bigan LeRere one ee 
ost, don 6 Whe? tita elegant Bee 

ee ee i ?- * a? iis bs f (bri » z tigeve ‘Teolite fe 


> 

f an fs -efotoosad ane (ta _ 

pf1Ds OD ie , sei aE siww 4Shak ne page 

de a teo- yliog 20 Scomistidsgse off online 
ag vs ; gu ea ‘fe ha. Te ae ltss Deo Aeon” erne 4 . g 

, owes silt mi ctinegeoe GH? enoegeiew Gemee 


oortereS , CL) nearytetl-vseent ,( 1) sea fh eae 
(i) cottéeeu 
i 
; yar hil? com’ -¢raootteo? anttetiata ean 
Mer mules “iol tseqicy hbetetodate Fact thst > ies 


oe vi, s f? , cms gif? sto moivefletunt evyivse 26 oie 
oo! re hh wiieseyv trtel to enemintitedes eke 


ft 


p elt who Fe took i 3t 6000 s zon A 
+. } lLoolugotpos, ne alah aieitas sade same 


»hathivse qarwtt eit .ts oohaakks 


ert _ SFr tik sept 
vee! s aieats Ile Io ,teofh .eeeear bexke eo sovced ae 


to satiate on" baer nt on. iiew aa -coOL oF fteekby 
“n>: ait tests »s tones tiie. Te otuverctiusad ast 2 
a Tt Asaniagnt ceeesae herlt gon a tesla e US MeL ey of 
esootiet Go. »eo@l Saw Bear « ron noitiia Le@. oF ae 
oy rota , bol ak Oneshot teven Nestt, 248 are oe g 
. Yen eck =? vom off wateh tad? ud. omtt Bed 
‘othe={Iwy sad 2k st apo **. liao Tey ef eaw bolsoy 
vave efonnn bert! ch. fowows- age tol? dtreuob af 7. 
sanolg aben 7 rejutt by tiveta e'yieqnes edt of sub ¢ 
'’ vit to d<ed thie fs ona offs Jee oP eLer patie fo 
Gaol codt donk ot JIC0 a eereees ae te eee 
sie Se ‘oo L A ere | coir £i{ omLN “ER OD not 


exiting elu? cofebt.cisedes agteait Meter ate te 


Teotce: alee -doyd hes are ae 
(- VOT, bingitens Go adfuge- fh ak i 


.— 


1 he ee 


Boisulirts 226 of aahieroags bert taudite ja. 


ite pains have not been so Spectacular as to he able to absorb 
122; increase in sales of aluminum by Alcan ¢u 
1954 to 1964. One might be safe then to assune tnrat 5 

fort rOle if Alcan S.frowull if) te decade 1954 to (1064 sas wie to 
fis eincreasing GOLA. 


he losichil ovestion, is where tas Alcan invested 173 
CYA ne as 1t chanced aver Vie decsde. “Unfortunate, 14 
fisures were unavailable but a comparison of the distrivivior Fr 
enployees between 1956 end 1964, might be helprul. 
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Durine the seriod 1956 to 1964 the relative number of emplozees 
within Alcan increased at a time when the relative munher ae 
Sanadian employees decreased from 47.2 per ee of tme= tovas To 
OT er scents of tovei. Zhe munber of employees-in South America 
jnere eased Sieniiecanoiy, from 4.8 Der cent to 10.6 per eens Cz 
total. Turther, the inerense of enplovees in Oceania increased 
Crome Cs ivibdle Peer wr PO56 0-4 62: er Cem OF 10 san as IG 
Pomious: 2 tite United States the number of Alcan employees has 
trevled, 726 relative, increase in terms of the sige of Alesn tins 
ifereasec from otiy .4 per cent to 1.4 ber cent of votah employees, 
Reais evicenti; sizeable investments in South americs and Occaniz 
Hient accotnt for tae relative shift of CDIA away frou the enived 
Pe tos bewween 1954 and 1964. 
Vv 
A@dgectissiorn On one remcing of the Firs (ses 

Guanter) according to level of sales and net fixed ass 
Bmoel Sot @ient reveal the type or firm which would par 
Mhe 2roweh in sales might be cross checked against. the 

mired assets, the actual rate of srovt! ih gen Bea oe WEN 

somewnere between these two fisures. 

Accordi Bes ous tid ere: Corpor von cacr eins 

Limited ranked 71 VOU ooteand bOo4.. Tt raniced omnis Powel 
Piers OL (LoS 1; a eupee use joc tec ver: hich Level .o2 Wages 
Britially ain 1°54 Poise rie ie) ker—-Goodernmam > Orns 
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On the basis of sales, 
taken place aside from iiassey—-terguson. 


The two companies with the greatest growth rate in sales 
were Consumers! Gas at 496.3 per cent and Husky O11 at 419.5 per 
cent. The former is due to the conpany's ee rolerin te 
Ontario market for natural g25 and th peers Coes Now concern us 
here. The latter is due to a program of rapid expansion especially 
into retail areas and also principally in Canadn. 
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dramatic. Alcaz: Aluminium Limited maintained its position as t 
leader, auong those firms studied, throughout the period. Inve 
Brovineicl Fipe Line Company dropped Irom second position in 1¢ 
fo tifts in 1964, due mainly to the fact that its capital exper. 
ture vrosram has decelerszted aiter the initial five yeans.of th 
company's operations (1949-1954). Third position was maintaine 
Shrougnout the period by Nactiillan Bloedel. Cominco hel tise 
Pourvn position in 1654 but fell to eighth in 1964. Distillets 
Corporation-Sea zrans Linited also divped from fifth in 2954 9 
seventh in 1964. Consumers' Gas came up to fourth position in 
S64 fron Ae in 1954. Pheimost dramatic change was that oz 
Hassey-Ferguson which jumped from eighth position in 1954 tO) ee 
ee oe, its rete, of Growth, of fixed assets over the period wa 
799 per cent, LoUaAre O2ter vanadian Breweries (813 ner cent) and 
misiy O11 Senada Ltd. (3251) .S9 per a ale canadian Breweries 4s 
well as Masseyv-Se er uson undertook zeable, foreign investmen: 
programs thorougnout this period (ae ee individual firm profiles). 
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_RANKING OF CDIA FIRMS STUDIED BY NET SALES, 1954 AND 1964 


(Thousands of Dollars) 


Name of Firm 


Distillers Corporation-Seagrams Limited 


Hiram Walker-Gooderham & Worts Limited 


Alcan Aluminium Limited 
Massey-Ferguson Limited 
MacMillan Bloedel Limited 
Canadian Breweries Limited 

Moore Corporation, Limited 
Polymer Corporation Limited 
“Fraser Br ikaes Limited 

Robert Morse Corporation Limited 
Interprovincial Pipe Line Company 
The Consumers! Gas Company 

Husky O11 Canada Ltd. 

Cominco. Ltd. 

Crush International Limited** 
‘Harvey Woods Limited 


Salada Foods Ltd. 


Canadian Pacific Railway Company*** 


* These firms express their Net Sales figures 
difference will be ignored for purposes 


*# No figures are available 


k*® Fipures are not comparable 


call 


1954 


Sales 


$752,692 


339, 286 
298,083 
297,700 
212,591 
161,383 
89,031 
53,228 
50,337 
31,500 
29,583 
13,482 


9,725 


in terms of U.S. dollars. 
of this ranking. 


$397 ,083* 


498, 1745 
662,424 
772,000 
413,209 
412,306 
214,629 
113,854 
64, 844 
69,422 
Th, 983 
80, 395 
50,524 
170,029 
9,638 
82,000 
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_RANKING OF CDIA FIRMS STUDIED BY NET SALES, 1954 AND 196 


(Thousands of Dollars) 


Name of Hirm Sales Rank Rank Sales 
Distillers Corporation-Seagrams Limited $752,692 _1 1 $397, 083% 
Hiram Walker-Gooderham & Worts Limited 339,286 aes A 498,174* 
Alcan Aluminium Limited 298,083 SA bs 3 662,424 
Massey-Ferguson Limited 297,700 4 2 Ti es000 
MacMillan Bloedel Limited PA apes AN : | ops 413 , 309 
Canadian Breweries Limited 161,383 6 6 412,306 
Moore Corporation, Limited 89,031 7 7 214,629 
Polymer Corporation Limited Pei ess TE we tethay a 113,854 
Fraser Companies, Limited SOS Sa) 9 Ihe 64, 844 
Robert Morse Corporation Limited SL, 900 LO : 69,422 
Interprovincial Pipe Line Company 29,583 © bas iz 74,5983 
The Consumers! Gas Company 13,482 12 Pele 80,395 
Husky O11 Canada Ltd. Gir. iS 15 505024 
Cominco Ltd. 2 2 aon 170,029 
Crush International Limited** - = - - 
Harvey Woods Limited - = 16 9,638 
Salada Foods Ltd. = pe ae ea AD 82,000 


Canadian Pacific Railway Company*** - 


* These firms express their Net Sales figures in terms of U.S. dollars. The 
difference will be ignored for purpozes of this ranking. 


*# No figures are available 


‘*® Figures are not comparable 
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RANKING OF CDIA FIRMS STUDIED BY GROWTH RATE IN NET SALES, 1954-1964 


Name of Firm Rank Growth Rate (4%) 
The Consumers! Gas Company 1 495.3 
Husky O11 Canada Ltd. za a 
Massey-Ferguson Limited 3 SSS 
Canadian Breweries Limited 4 le PE 
Interprovincial Pipe Line Company 5 1S YS) 
Moore Corporation, Limited 6 Ara lea 
Alcan Aluminium Limited fi eee U 
Polymer Corporation Limited 8 ey. 
MacMillan Bloedel Limited 9 94.0 
Hiram Walker-Gooderham & Worts Limited 10 46.8 
Fraser Companies, Limited tial 29.0 
Distillers Corporation-Seagrams Limited 12 19.2 
Cominco Ltd. * ~ = 


Harvey Woods Limited* = 2, 
Crush International Limited* - a, 
Salada Foods Ltd.* - = 
Robert Morse Corporation Limited* - = 


Canadian Pacific Railway Company** - = 


* Growth rates cannot be calculated because figures are not available. 


*# Fi oures not comparable. 
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RANKING OF CDIA FIRMS 


(Thousands of Dollars) 


Name of Firm 

Alcan Aluminium Limited 
Interprovincial Pipe Line Company 
MacMillen Bloedel Limited 

Cominco Ltd. 

Distillers Corporation-Seagrams Limited 
The Consumers! Gas Company 

Hiram Walker-Gooderham & Worts Limited 
Massey-Ferguson Limited 

Polymer Corporation Limited 

Fraser Companies, Limited 

Canadian Breweries Limited 

Moore Corporation, Limited 

Husky Oil Canada Ltd. 

Harvey Woods Limited 

Crush International Limited 

Salada Foods Ltd. * 

Robert Morse Corporation Limited * 


Canadian Pacific Railway Company ** 


* No figures are available for 1954. 


*##C.P.R. figures are not really comparable as 


STUDIED BY VALUE OF FIXED ASSETS 


Fixed Assets. 


$610,543 
210,883 
103,294 
83,117 
hh 818 
34,267 
33,341 
30,'700 
30,582 
23,091 
17,530 
12,709 
5,301 
2,386 
1,494 


“Rank 


Mixed Assets 
$951,199 
2245125 
272, Ide 
96,401 
137,000 
243,349 
60,785 
276,000 
61,870 
323152 
159,977 
53,860 
71 , 650 
Pore 
3,840 
15,000 


4,083 


they are based on "Property Investment". 


In 1954, the value of "Property Investment" was $1,694,213,032 and in 1954 it was 


$1,358,514, 000. 
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RANKING OF CDIA FIRMS STUDIED BY GROWTH RATE 


Name of Firm 


Husky Oil Canada Ltd. 

Canadian Breweries Limited 

eee re muson Limited 

The Consumers! Gas Company 

Moore Corporation, Limited 

Distillers Corporation-Seagrams Limited 
MacMillan Bloedel Limited 

Crush International Limited 

Polymer Corporation Limited 

Hiram Walker—Gooderham & Worts Limited 
Alcan Aluminium Limited 

Fraser Companies, Limited 

Cominco Ltd. 

Interprovincial Pipe Line Company 
Harvey Woods Limited 

Salada Foods Ltd.* 

Robert Morse Corporation Limited* 


Canadian Pacific Railway Company** 


IN VALUE OF FIXED ASSETS 


Growth Rate (%) 


1251.0 
12.0 
799.0 
OlO2 
328.8 
205.7 
164.0 
157.0 
103.3 

82.3 
50.0 
© Ake O 
Loek 


6.3 


* Growth rates cannot be determined because 1954 figures not available. 


** Figures not comparable. 
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CHAPTER '7 


Observations on Why 18 Firms have Engaged in CDIA 


and Their Choices Between CDIA, Exports, Licensing and Portfolio Investment 


—_ 


I 


The 18 CDIA firms for which profiles have been done appear to have 
engaged in CDIA for a number of reasons. Any given decision usually rests 
on a multitude of reasons, the net effect being to choose over exports, 
licensing, or portfolio investment* to generate foreign earnings. ' 


This chapter will utilize two methods to discuss the importance of 
various factors affecting the decision to engage in various methods of 
generating foreign revenue, with particular emphasis on the choice of CDIA. 
The first method will be to discuss the factors in {solation, citing examples 
from the firms studied where possible. The second method is to examine a 
number of the firms in terms of the various factors which influenced their 
decisions. Where possible, an attempt will be made to underline what appears 
to be the key to the major determinant. 


ais 


The desire to gain a reliable and continuing source of a factor 
input could be a major reason for a firm located in Canada to engage in CDIA. 
Alcan, for example, has direct tnvestment in bauxite mines in Guyana, Jamaica, 
France and several other countries. The decision to enter into direct invest- 
ment rather than relying on long-term import contracts may have been based on 
the assumption that competitors would move in with direct investment and tie 
up the known supplies and production of bauxite. It would appear that because 
of a relative scarcity of bauxite and the resultant need to stockpile this 
raw material in order to assure a continuous inflow of it, Alcan has decided 
that the greatest long-run profit can be derived from having ownership of the 
sources of supply in foreign countries. 


The existence of a prohibition egainst specific imports by a foreign 
country 1s another reason for choosing direct investment rather than exporting. 
Mexico apparently does not allow rum to be imported and, accordingly, Distillers 
Corpora tion-Seagrams Limited established a CDIA enterprise in Mexico for the 
production of run. 


The existence of tariffs is often given as an important factor in 
influencing a firm to engage in CDIA rather than exporting from Canada. This 
was one of the reasons for Polymer's decision to build synthetic rubber plants 
4nside Common Market countries. 


Other cost factors are important as well, such as high transportation 
costs of bulky products, lower foreign manpower costs for certain types of 
manpower needs. Such cost factors would appear to have played an important 
role in Alcan's decision to locate direct investment enterprises in the Common 
Market countries. The same cost factors also appear to have been critical 
in Massey-Ferguson's decision to locate in Europe. 


The desire to create greater foreign effective demand for a product 
manufactured in Canada may also be an {mportant consideration. The?U.. i. 
subsidiaries of MacMillan Bloedel, for example, purchase linerboard produced 
at MacMillan Bloedel's 3ritish Columbia plant. It is important, however, to 
note the danger of such generalizations and this {4s pointed out by the fact 
that the U.K. firms purchased linerboard from the B.C. plant before they were 
acquired by MacMillan Bloedel. * 


Another reason for a firm deciding to engage in direct investment is 
to maintain its sales in a particular foreign country. A Canadian firm which 
4s exporting to a particular country may believe that a competitor is about to 
establish a plant in trat country in order to become more competitive in that 


ee aS ae 


* For the purposes of this section, we will rely on the DBS distinction between 
dfrect investment (50% or more except in a few cases) and portfolio invest- 
ment (less than 50%). 
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market. The Canadian firm, as a consequence, may decide to establish its 
own production facilities in that country to replace its own exports rather 
than having a competitor do so. This line of reasoning appears to nave been 
a factor in some of the investment decisions of Alcan, at least in its non- 
mining activities, Massey-Ferguson, and Polymer. 


Another factor that no doubt will influence a firm's decision to 
choose CDIA rather than licensing or portfolio investment is the relatively 
limited financial return. Myers has pointed out that "the results are often 
less than 5% on sales. Management may be unwilling to invest the time and 
effort involved for such low returns. "(1) The return on portfolio investment 
would be similarly limited through the percentage of ownership, all other 
things being equal. 


Another possible reason for the choice of CDIA rather than exporting 
or licensing or portfolio investment is suggested os the Royal Commission on 
Taxation which states in "Part D, International": 2 


By establishing companies in jurisdictions which impose little 
or no tax, Canadians can reduce their Canadian tax by engaging 
in-a- series of paper transactions which exploit the provisions 
of tax treaties... 


The type of situation suggested by the Commission is illustrated by the Polymer 
Corporation. Polymer established Polysar International in Switzerland with 

the responsibility for marketing Polysar products in all international 

markets. By so doing, rather than having the Canadian parent or other sub- 
sidiaries handle all exports, Polymer diverts its sales profits into 
Switzerland where the tax rate is about 18 per cent. Such profits otherwise 
would be taxable in Canada at 52 per cent. 


A major factor that conditions a firm's choice particularly between 
direct investment and licensing is the fact that licensing ordinarily involves 
processes or products that are patented or carry trade-marks. Thus unless 
a firm has such specialties, licensing is not an alternative. In the case 
of Canadisn Breweries, with its Black Label beer, licensing is possible. In 
the case of Moore Corporation, with its specialty machines for business form 
‘production, licensing is possible. In the case of Alcan, unless it has such 
a specialty, which would appear doubtful in view of the nature of the products, 
licensing is not an option. Moreover, even if it was, it would probably be 
applicable only to a limited part of Alcan's (or Messey-Ferguson's) total 
operation and, thus, the market for its other products would not be utilized. 
In the case of Polymer,which does involve a highly complex operation, licensing 
could be an alternative except for the fact that the process is so complex 
4t would be difficult to establish a workable licensing arrangement. 


ieue 


Thus far, the discussion has centred on vactors that favour the 
choice of CDIA over licensing, exporting or portfolio investment as a means 
of generating foreign revenue. There are factors, however, that favour the 
latter methods at the expense of CDIA. 


One such factor is government restrictions on the extent of interest 
in firms that can be owned by foreign concerns. Some countries do not allow 
foreigners to establish or participate in enterprises in which more than a 
50 per cent interest rests with foreigners. Such is the case in Japan and 
several countries in the Outer Seven in Europe. Hence Cominco's and Moore's 
investment in joint ventures in Japan. It should be noted here that it is 
in such joint ventures that the crucial problems of defining "control" arise. 


In some situations foreign governments limited the degree of outside 
ownership in particula: industries. Such is the case with Polymer's invest- 
ments in Mexico and Souzh Africa which resulted from the expressed desire of 
the governments of these countries to have "internal" supplies of synthetic 
rubber. 


Another factor that limits the range of choice between various 
methods of generating Soreign revenue 4s scarcity of capital. The experience 
of Harvey Woods 1s a case in point. Harvey Woods originally had an American 
subsidiary producing hosiery for the American market. In 1954, however, the 
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Canadian firm incurred heavy losses and, as a result, was not capable 
financially of maintaining its American operation and accordingly changed 
from processing to licensing. 


IV 


Sections II and III above discuss some of the major factors that 
4nfluence the choice of alternative methods available to a firm for generating 
foreign revenue. The factors, however, have been discussed in isolation as 
they relate to particular firms studied. The purpose of this section is to 
present several examples of situations drawn from the firm profiles where the 
various factors are interrelated. 


Moore Corporation presents an interesting example of the various 
factors that can influence a firm's decision on how to expand internationally. 
In the case of its American subsidiaries, primarily those in the equipment and 
machinery fields, the choice of direct investment through wholly-owned sub- 
sidiaries was based on Moore's concern with its highly integrated operation 
that has resulted in technological advantages over its competitors. Accordingly, 
Moore wishes to remain self-sufficient in order to protect its position. 


Moore's "willingness" to engage in joint ventures, however, suggest 
several other important factors. Moore has established the joint venture with 
the Japanese concern to form Toppan-Moore Business Forms partly because of 
the government restrictions in that country mentioned above. However, it is 
also highly likely that because of the apparent strength of Toppan itself in 
Japan (Toppan is reported to be a major Japanese printer), Moore could not 
expand into Japan through assoclation with {ndependent Japanese investors. 
Moreover, Moore also established a technical. and licensing agreement with the 
new firm to share some of its industrial secrets with it. Of importance to the 
analysis of Moore's decision to engage in a joint venture is that despite the 
restrictions, Moore has a major foothold in an industrialized market which is 
largely untouched. 


Moore's joint venture with a printing firm in San Salvador illustrates 
another factor influencing the nature of investment. Again, it is highly likely 
that such a method was necessary because of possible tariff restrictions that 
will be established by the new Central American Common Market which the joint 
venture will serve. However, perhaps of more importance to Moore's decision 
to invest is the fact that, unlike Japan which is an industrialized but yet 
relatively untouched market, the Central American market is still basically 
limited because the area is presently industrializing. Accordingly, it is 
doubtful that the market could have supported a wholly-owned company-operated 
activity. This fact, plus the factor of risk which is intensified in this 
region, no doubt influenced Moore's decision. 


Alcan Aluminium Limited has used direct investment to achieve vertical 
{integration whereby the firm, because it provides its own raw materials for 
{ts production centres to be marketed by {ts own distributing and sales 
organizations, is self-contained and, hence, self-sufficient. Alcan builds 
Sts raw material reserves by mining bauxite wherever it may be competitively 
available -- Jamaica, Guyana, Malaysia. 


Distillers Corporation-Seagrams Limited (DC-SL) also illustrates the 
importance of various factors in influencing a firm's decision as to how it 
should go abroad. ‘The Mexican government prohibits the importation of rum; 
therefore, DC-SL cannot export rum from its plant in Jamaica to Mexico. 
Accordingly, DC-SL has a plant to manufacture rum within Mexico. The question 
to be asked is why DC-SL has resorted to direct investment rather than a 
licensing arrangement with a firm in Mexico. There are two explanations that 
are not mutually exclusive. In the first instance, there is the question of © 
quality. Company representatives have stated that licensing arrangements are 
{incompatible with the nature of DC-SL's products. Tight control over produc- 
tion abroad is needed to ensure the quality of the product. The quality of 
the product is not determined simply by 4ts immediate production for it has to 
remain in storage for some time. Thus, there could be a lag of at least ten 
years between the production of the alcoholic beverage and its sale. Asa 
result, since most licensing arrangements are made for a limited period of 
time, DC-SL considers licensing an unacceptable alternative to direct invest- 
ment. Presumably, the fact that such a production process is not one that 
rapidly generates revenue, {mpatient minority stockholders in host countries 
are also to be shunned. : 


1 otra 
‘Livvenas hos 


psuandh, beei a. >t. Site: i 


bons OV! vra,) 


C0 Le Stee ton eee oh 
\ ' "9 ' oan Sea. inte io 


his rus ah et) nadie | Cece 
\ . oo oF (eee ebeam yale: 
| ’ oi ate J oerog dl 

| ol yall _idaeegeg 


hat + eageM. 

mold bali ee 

fe-is 4 s Sotfem # dap 

=| “ Sedei Senne 

pe. owe oven Titw. 

; = Bae el 3 

ap. pe OS rw evdd 

- jeveng wi sete @ . autaned ba 

¥ ; Lire) "as egy Jade & 
j . bunt sic7 


- me ¥ idueb oan 


is? l 4 b Wwitteuté apets 
; ; ; tr? sit eloped oo 

es) an sl oF <nty wo aohraumbe 

cipine-Tie«. el. pe 2 
(igvs vient Luts te et epyanen Lalsed aa war 


‘ , bd Et pie ' olitzeuia 
bed os o- ~~ ig ¥ J 
4 A \ a 4 
é de ani ee | | ras | a v ae eon 


gyal SEri¢ : evi, casein aft: Heo « Cm 8 nfs 

; : it : =i wr SUR Jonas 2-20 7. Ste 

' ’ ld #.eei Ja-f9 yn 

t basioere cat NG yte ok & 

tec ists dw at! “Dk te P2 ws atdow Jaomaycerte snkads 
raf eid, al suv canioxe yt um de 

ina tele eyed cavita aliens niOT, Ung we 4 

neocon! gel mis ery) an «id Addu 

™% vilTauga? Sali | 34 U2 LARP et wight oF bubenn af Bee 

oe % 30 i, 14. o Mite! ett eos elpee Sorlirereh td gh: 

b £0 kl Tel VS) ase ahd ome Ty) sh 

¢ atl bra. eigreVed 4 Losenta Gita ‘Le ‘webtéubeny edd 

 Solfteq-balial lo 9°) “abse-oren. eet Aa TAT 6 wade wOoll nem eoake . 
bteewn! tnewlh of avid ecrod Iai adlale SUS OW poleneoil wtobtear sd m : 
ro ane Jon S82 sent eTd bos) ono ae, Fae) fani.oent ,ylds aot 


pied ct UD *nhod ” TRS Lan he a _eumere Tis ad re 


be 
oe | to tine + 


! 
@ ah RY 


. 


However, as C. H. Lee has pointed out, it is possible to avoid the 
problems feared by DC-SL by including appropriate terms within the licensing 
agreement to ensure things such as quality of product. Thus it is higily 
probable that DC-SL has rejected licensing (and joint ventures) because of the 
highly personalized and centralized management of the parent. In brie?, the 
Bronfmans have no great desire to share the direction of the company's operations 
or its profits with outsiders. 


V 


The examples discussed above are by no means exhaustive in sugresting 
factors that will influence a firm's decision to choose direct investment rather 
than other forms of generating foreign earnings, such as joint ventures, 
licensing or exporting. One factor that has not been mentioned, except implicitly, 
4s what Lee describes as the firm's "desire to control its own destiny", \3 Both 
Myers and Lee suggest that a major reason for the choice of direct investment 
is the fact that the establishment of subsidiaries brings with it, for the 
parent company, control over the subsidiaries' operations. Neither Myers or 
Lee, however, indicate at what minimum level of ownership is control established. 
It is not the intention here to reopen the debate that forms the central part 
of Chapter 4, Some Conceptual Problems Limitations. However, the issue is 
such that it merits discussion as it relates to the factors affecting the choice 
of generating foreign revenues. 


The example of DC-SL cited above illustrates concretely the desire 
for "control over quality" of the products. The example of Alcan suggests the 
desire for control over raw materials to ensure the self-sufficiency of the 
firm. Measures taken by Moore, particularly with respect to the machinery 
plants, suggest the desire on Moore's part to have control over its industrial 
secrets to maintain its competitive advantages. 


Moreover, perhaps one of the main reasons for direct investment as 
it relates in part to the question of control over some aspects of foreign 
operations is that, all other things being equal, direct investment more than 
licensing or joint ventures provides maximum financial benefit for the firn. 
As stated above, licensing brings in returns of only 5-10%; joint ventures 
divides the returns according to the percentage division of cea Direct 
{nvestment (primarily, that is, where the subsidiary is wholly-owned) insures 
a maximum financial benefit to the parent company. In other words the "pie of 
foreign investment" is not shared, at least to the extent it would be with 
licensing or joint venture arrangements. This would appear to be a major 
factor in influencing a firm to undertake direct investment abroad. 
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1. Myers, J.G., "Foreign Licensing - an Export Alternative", Business 
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3. Lee, C.H., "How to Reach the Overseas Market by Licensing ", Harvard 
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Tne task in this section of the report will be purely descriptive. 
The tirms which have been studied have located subsidiaries or branches, for 
example, within the United States. It would be very simple to say that the 
United States is geographically close to Canada and provides a very stzeable 
market for subsidiaries of Canadian parent companies. However, in most cases, 
this would be an oversimplification of the existing facts. Initially those 
parent companies which have located subsidiaries in the United States will be 
discussed, then South America and the Caribbean, Europe, and other areas. 


a 
The Consumers! Gas Company has a subsidiary, St. lawrence Gas ets 
in Northern New York State. In this case it was a matter of economics. 
Consumers Gas had natural gas pipeline passing very close to the American 
border and because o/ this situation could transport natural gas to Northern 
“New York State in the area of Ogdensburg cheaper than could American companies. 
As a result they located a subsidiary in northern New York State. 


In the case of Distillers Corporation-Seagrams limited, the United 
States provided a sizeable market. This is reflected in the fact that 90 
percent of the company sales take place in the United States. A company, by 
locating within the 


an} 

United States, can avoid import duties on liquor as well 
as decrease its transportation costs, i.e., by having a distribution as well 
as production outlet closer to the actual market. 


A similar case may be made for the Moore Corporation. Moore already 
controls 33 percent of the Canadian market. The Government would probably 
step in to prevent monopolistic control of the business forms market if Moore 
was to try to expand its operations within its own industry in Canada. As a 
result, for purposes of higher profitability, it is reasonable to assume that 
Moore Corporation would expand its operations into the United States. where 
there is big business, business forms are required. Again to avoid tarifis 
and import duties on manufactured goods, f.e., business forms, it is reason- 
able for Moore to produce within the U.S., its major market, rather than to 
export forms from Canada. in conjunction, it is more economical for Moore 
to produce its own equipment within the U.S. Thus, Moore supplies its own 
manufacturing firms with capital equipment, saving them the duty as well as 
transportation costs if such equipment was produced in Canada. In addition, 
Moore acquires existing "marketing arrangements and know-now" via her acquisi- 
tions of these machine production plants such as Kidder Press, in the United 
States. 


The C.P.R. has extensive rolling stock in the U.S. For an explana- 
tion we might quote Herbert Marshall in his book, Canadian American Industry, 


"C.P. crosses Maine as the shortest route from Montreal to a 
Canadian salt water port. It reaches a few miles south into 
Vermont to connect with American roads to New York and Boston. 

It has trackage rights over the Michigan Central from Detroit 
to Chicago. By its control of the Soo Line, Wisconsin Central 
& Duluth South Shore, it gains access to Chicago and Duluth for 
4ts traffic from the whole Regina-Winnlipeg district, and, incid- 
entally obtains North Dakota-Minnesota traffic. In the North 
West the Spokane International gives the Canadian Pacific an 
outlet through the American North West. 


It may be said that except for the Ontario tracks, the 
American lines in Canada are appendages to the parent systems, 
whereas the American lines of the Canadian railroads provide 
several indispensable outlets for their traGeloan 


The Robert Morse Corporation located in Montreal, also has extensive 
holdings and subsidiaries in the U.S. As noted in the case studies, this 
company was at one time the Canadian subsidiary of an American parent company. 
However, that parent company was taken over by interests other than the Morse 
family. When this occurred, Robert Morse III moved to Canada, bought the 
Canadian subsidiary, and severed all ties with the parent company. He began 
operating it as a Canadian company and started acquiring American subsidiaries. 
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Resides the attraction of increased provits, one might speculate that th« 
was a personal motive involved in this expansion ot CDL\. Mr. Morse pre : 
wants to re-establish his position as 1t was berore the takeover of nis vam- 
ily's company. In this regard he has acquired the Howe Richardson Scale 
Company in New Jersey and the Johnston Pump Co. of California. 


Interprovincial Pipe Line from Alberta to Untario crosses northern 
United States. The pipeline provides the shortest possible route to its 
terminal in Ontario as well as providing an outlet in the U.S. for Inter- 
provincial Pipe Lines. For example, there was some talk of extending Inter- 
provincial's American pipeline to Chicago. However, this did not pass beyond 
the conference stare. The Lakehead Pipe Line Co. Inc., Interprovincial's 
American subsidiary, operates that portion of the pipeline lying within the 
United States and its terminal facilities. In 1963, it began transporting 
North Dakota crude to refiners in Minnesota and Wisconsin. 


Hiram Walker-Gooderham & Worts Ltd. owns the Hillsborough Glass 
Co., formed in 1961 to produce bottles for the liquor it produces at Peoria, 
Dlinois. Similar then to the Distillers-Seagrams case, Hiram walker wishes 
to have an outlet in the U.S. Therefore, they manufacture liquor within the 
U.S. for reasons similar to those given above. However, their ownership 0: 
the Hillsborough Glass Co. facilitates the integration of their American 
operation, i.e., bottles are produced. 


For similar reasons Canadian Breweries own & malting company in 
the United States, that is to provide Malt for their manufacture of beer 
within the United States. 


Tne Fraser Company has located in the United States to gain access 
to its broad markets. It avoids import duties by shipping raw materials 
under the St. John River to its plant in Madawaska, Maine. At this plant it 
manufactures paper which is then sold in the northeastern American market. 
If it produced such goods on the Canadian side of the St. John River, {mport 
duties would have to be paid. This concludes that part of this discussion 
dealing with location in the United States by Canadian firms. A discussion 
of location in other particular countries follows. 


Il 
We @iscuss now some observations on why Canadian firms located in 
Latin America and the Caribbean area. 


The company with major holdings in the Caribbean is Alcan Aluminium 
Ltd. Its subsidiary, Alcan Jamaica Ltd., established in 1953 is part of 
Aleants $125 million investment in Jamaica. Tne company is involved in min- 
ing for bauxite deposits, as well as producing alumina. In this case Alcan 
located in Jamaica because that country provided it with bauxite, the raw 
material necessary for production of aluminum. Similarly, Alcan has located 
in other countries in mining for bauxite. This move towards vertical inte- 
gration is in keeping with the company's policy and selr-perpetuation. 
Another side to this fact is that Alcan has established rolling mills in the 
United States where it markets its final product, i.e., aluminum tori or 
aluminum products, Demerara Bauxite Ltd. located in Mackenzie, (miana, serves 
a similar purpose. Alcan also has an 35.3 percent interest in Aluminio del 
Uruguay based in Montevideo, Uruguay, and an 81 percent interest in Aluminio 
Alcan de Columbia, S.A., an extrusion plant that also produces sheet metal. 
Uruguay, a South American country which is developing rapidly, provides a 
market for sheet metal and as Alcan can provide the technical skills and the 
necessary capital, it has an advantage, in locating in such an area, cover & 
firm just beginning in the industry. Alcan also has subsidiaries in Mexico, 
Brazil and Argentina. 


Not to be overlooked is the fact that many of these countries such 
as Jamaica offered tax concessions, such as tax holidays, accelerated ge- 
preciation and depletion allowances, to international firms to locate in 
these areas. 

Distillers Corporation-Seagrams Ltd. located in Mexico because no 
imports of run are allowed in that country. As a result they established 
a plant to produce rum for that market. 
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»salada foods has invested substantially in Uritish Hondura: 
gereage Lo prow crtrus frutts, Pts reason for*locathis; in Britis: ticnrd tras 
was an part to diversify the risk, i.é.;,°i2 "ite crop in ‘rlorida was des- 
troyed by drought, or something of that nature, it would always have ancther 


crop in British Honduras, thus stabilizing its earning power. The same 
company produces Luscious Jello in Jamaica in order to sell it to other 
sterling areas. Low labour costs aid in convincing such a company to lo- 
cate in Jamaica. 


The Moore Corporation locates in El Salvador and other South 
American countries in small plants. As these economtes Sete need tor 
business forms will also grow and Moore is seeing that it is entrenched in 
those domestic markets from the first. As to its investment in 1 Salvador, 
it invested in that area to gain access to the Central American common market. 
We proceed now with a discussion of Canadian firms which have foreign s1b- 
sidiaries in Europe. — 


iV 


Alcan Aluminium Ltd. owns Alcan Aluminio Italiano S.P.A., a pro- 
ducer of primary and secondary aluminum ingots. It also has subsidiaries 
in Germany manufacturing castings and sheet utensils. It owns a bauxite 
mine in Southern France. Alcan is trying to build up as much bauxite re- 
serves as possible. Im accordance with this policy it locates in Southern 
France as well as in Jamaica. I would speculate that its bauxite mines in 
Southern France ship bauxite to its manufacturing plants in Germany and 
Italy and its bauxite mines in Jamaica and South American ship bauxite to 
the American and Canadian sub and parent. In this way transportation costs 
are maintained at a minimun. 


Distillers Corporation-Seagrams Ltd. owns Chivas Bros. Ltd. in 
Scotland as well as Robert Brown Ltd. and the Sir Robert Burnett & Co. 
Ltd. based in England. The latter is involved in the production of gin, 
the former in the production of Scotch. In this way, Distillers Corporation- 
Seagrams, which produces its own whiskies in the U.S. and Canada, vains access 
to production of other types of alcoholic beverages which have an established 
name in the market. Distillers, then, locate in these areas for the above 
mentioned purpose. A similar case may be made for Hiram Walker's holdings 
in the Scottish whisky industry. Seagrams Overseas Corporation imports and 
exports alcoholic beverages. It develops overseas production facilities for 
other subsidiaries as well as serving as a distribution outlet for its parent. 


MacMillan Bloedel owns High Grade Corrugated Cases Ltd. and Cooks 
Corrugated Cases Ltd. in the United Kingdom. Both companies were important 
consumers of liner-board manufactured by MacMillan. Perhaps wishing te 
diversify within the wood and pulp and paper industry, MacMillan Bloede1 
established itself in these subsidiaries in the United Kingdom. MacMillan 
Bloedel also has a sales representative company in Britain to represent its 
interests and develop them in the United Kingdom. It purchased a 36% inter- 
est in a Netherlands paper manufacturer in 1965 for about $15 million. In 
this way it gained access to the Huropean common market countries. 


The Polymer Corporation has located in France, Belgium, Nether- 
lands, Switzerland, as well as in Mexico. Polymer established joint 
‘ventures rather than wholly owned subsidiaries in Mexico and South Africa 
because of "the desire of many countries to have an internal synthetic 
rubber supply". The reason for Polymer's minority participation in these 
countries was that, that was all they were permitted. 


The main reason for Polymer's establishment oi’ subsidiaries in 
Europe was the increased competition from its competitors, particularly from 
the United States, in the production of synthetic rubber. -Polymer, until 
1961, relied primarily on exporting synthetic rubber but found itself unable 
to keep up with the demand for their product. The corporation considered 
4t had to build plants other than maintain exports even if it could have 
met the demand because o! the development of new trading blocks in Europe, 
specifically the common market and the @uter Geven. If Polymer was not to 
lose its markets it had to construct plants within the common market tariff 
wall. 


Of particular interest are the reasons given for the establishment 
of Polysar International in Switzerland, Polymer's international sales and 
distributing organization. Polysar International diverts Polymer's sales 
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protits Lnto Switzerland where the tax rate is about 18 percent. Such pro- 
“its otherwise would be taxable in Canada at 52 percent. Note however this 
is a Canadian company owned by the Vanadian govermnent and the abcve move 
does nothing but strengthen the short run financial position of the corpora- 
tion. 


us 


Companies such as Alcan have further extensive holdings in Oceania, 
Australia and India, again in the production of aluminium products as well as 
in the mining of bauxite. It would be redundant to explore these lor loca- 
tion by Alcan in both developed and underdeveloped areas, in both areas where 
the raw material is accessible as well as in areas where there is a market 
for manufactured aluminum products, as discussed earlier. 


Another possible reason for location in a particular country can 

be culled from the example of Cominco who have entered a joint venture with 

a Japanese company. Their company is called Mitsubishi Cominco Smelting Uo. 
Ltd., in which cominco has a 45% interest. Construction of a 40,000 ton lead 
smelter at Nayoshima, Japan, was completed in 1966. Refined metal production 
from the treatment of lead concentrates are purchased from Pine Point “fines 
Ltd. which is a Cominco subsidiary in British Columbia. We might speculate 
that one of the reasons for Cominco's entering such a venture was to stimulate 
the sales of lead concentrate of its other subsidiaries to a highly developed 
country, that is Japan. 


Alcan made some investment in bauxite mines in Nigeria on the vasis 
that that country was politically stable, that is, risk of investment in that 
country was minimal. The present civil war raging in that country, rei leets 
either Alcan's faulty research in arriving at such an investment decision, or 
the lack of any research. The point, however, that we are trying to bring 
out is investment is often undertaken on the basis that the capital-importing 
country is politically stable, enhancing its desireability as a foreign in- 
vestment. 


VI 
CONCLUSIONS 


A summation of some of the reasons for location in particular coun- 
tries is in order. 


A company may locate in the United States because of its proximity, 
as in the case of Consumers Gas. The ¢vailability of a large market for its 
product, attracts other firms such as Distillers Corporation-Seagrams iimited. 
The desire to achieve vertical integration within its American or overall 
operation is the case of Moore Corporation. Avoidance of the American taritf 
is often the reason for location in the United States, for example, the 
Mraser Company. Utilities, plpelines and railways have direct investment in 
the United States because it may provide the shortest route, i.e., the most 
economical, or to attract some American business to Canada. 


Location in Latin America and the Caribbean area otten takes place 
because of the national resources of those countries, and in some cases, the 
growing purchasing power of those countries. For example, Alcan Aluminim 
locates in Jamaica, in mining bauxite, a raw material that is the basis ov 
its production of aluminum. This type of investment is an integral part o: 
the firm's policy of vertical integration, as are the establishment of plants 
to manufacture aluminum products in Uruguay. 


Similarly, Distillers Corporation-Seagrams Limited has plants 
throughout South America and Mexico, to produce liquor for the home market 
as well as to produce domestic liquor such as rum, ior export to other 
markets such as Europe, the United States and Canada. 


Moore Corporation locates so that it may dominate that domestic 
market when such a market develops, i.e., in South America. ‘The importance 
of external tariffs against imports of manufactured goods such as business 
forms, has played a significant role in making the decision to invest ina 
country such as Hl Salvador. 
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Low labour costs and tax concessions such as accelerated deprecta- 
tion attracted Saluda #oods to produce Jello in Jamaica. Hxchanyve rate 
difficulties are, in this way avoided, on sales within the sterling areca. 


An important reason for direct investment in Furope, is the exist- 
ence of the European Common Market. In order to avoid its outer tarilt, such 
companies as Polymer have located in France and Belgium. The political 
stability of these European countries, reduces the risk involved in such in- 
vestments. 


From this summary, it is implicit that the existence and size of 
tariffs have a strong influence on the foreign investment decision. Cne 
wonders how significant an effect the new Kenned, round tariff cuts will 
have on direct investment. Will these tariffs decrease surficiently so that 
it will no lenger be economical to continue direct investment? A question, 
then for future researchers. 
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Footnotes 


1. Marshall, H., Canadian-American Industry, pp.187 and 188. 


2. Polymer Corporation, Annual Report, 1966, pv. 
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CHAPTER _9 


Comments on Changes over Time in 
Intra-Fnterprise Relations 


I 


An attempt was made in the collection of 4nformation for the 
firm profiles to determine the extent of any changes that took place in the 
period under study in the intra-enterprise relationships and the relative 
{importance of the parent company vis-a-vis its subsidiaries abroad. Un- 
fortunately, as in the case of much of the information that was needed to 
complete the firm profiles, sufficient information was lacking. However, 
a brief description should be given of the type of information that would 
be needed as well as of the rationale for gathering such information. 


TE 


Briefly, the information which might indicate a change over time 
can be of two types. The first type would be that which would indicate a 
change in the degree of supervision or, at least, involvement of the parent 
in the operations of the subsidiary. The second type of information would 
relate to the actual results of the operations of the subsidiary as they re- 
late to the total results of the direct investment, multi-national corpora- 
tion. 


Lu 


The first type of information,that relating to parental involve- 
ment, would include changes in the number of parent personnel, or parent- 
affilikxted personnel, associated with the management or Board of the 
subsidiaries. In this areca, changes in the contact between parent and 
subsidiary, both personal and through reports. Are there any changes in 
reporting procedures over time? Do procedures for common budgeting and uni- 
form accounting systems change? If the parent plays an important role in 
the purchasing procedures of the subsidiary in its initial stages, does this 
change over time? Has the degree and nature of foreign ownership of stock 
changed over time? 


iV 


The second type of information, though not completely divorced 
from the first type, is of a different nature. It is concerned with the 
results of the operations of the subsidiary in context of the total opera- 
tions of the international firm. Here one is concerned with changes in 
the product mix, changes in imports and exports, particularly as the changes 
reflect less dependence on the parent, changes in percentage of sales that 
go to national market and changes in the subsidiary's contribution to total 
sales, as well as profits, fixed assets, etc., of the corporation. Of 
interest here also, are the changes in research facilities and development, 
and in the source of funds for subsidiary relations. 


Vv 

The question that must be answered is why one is interested in 
these changes that may take place. The basic justification for gathering 
guch information is to determine the degree to which the subsidiary becomes 
self-sufficient both in its operations and in its productive and marketing 
efforts. The degree tc which the subsidiary is independent and, as a result, 
in a position to undertake maximum potential development, may be important 
in determining the degree to which direct investment is a positive or nega- 
tive factor in the economy of the capitol-receiving country. 
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CHAPTER 10 


Comments on Decision-Making Within CDIA Firms 
I 


An analysis of internal decision-making within CDIA firms 
is basic to an understanding and evaluation of the operations of such 
firms in terms of the costs and benefits of direct investment both to 
the capital-providing country, in this case Canada, and to the capital- 
receiving country. Such an analysis should concentrate on how and by 
whom decisions are made with respect to finance, marketing, production, 
{internal structure, external relations and other areas. The answers 
to these questions should provide insight not only into what decisions 
are made but also into why such decisions, and not others, were made. 
It is upon the latter two aspects that the most valid assessment of 
costs and benefits will be based. 


It is not the intention here to provide in great detail 
a. complete inventory of the areas to be covered or the specific items 
to be examined. A more complete, though by no means exhaustive, des- 
éription of, as well as a rationale for, such a study is included 
as Appendix "G" of this report. Rather it is our intention here 
to cite several examples that have arisen frou the case studies as they 
relate to the issues, and concomitant difficulties involved in this 
area. The examples will emphasize the two basic issues usually discussed 
in this area: use of parent personnel in subsidiary operations, and 
the policies pursued by the management of subsidiaries. It must be 
emphasized that most of the following comments are based on speculation, 
particularly those dealing with corporate policies. Wherever possible, 
evidence will be cited to substantiate the speculation. 
LL 

Most of the companies studied did follow a4 policy of 
using Canadian or parent executives at some stage or level in the 
operations of the subsidiary. Several factors might be suggested as 
valid reasons for the policies followed in this respect. 


Several companies stand out for the heavy reliance placed 
on the use of parent executives in the subsidiaries. Polymer Corporation 
appointed almost all of the senior executives of its foreign subsidiaries 
from within the executive ranks of the parent. There was also evidence 
of movement in the other direction, 1.e. executives within the subsidiaries 
assuming positions within the parent. Such a policy is no dobut due to 
two factors: first, there is the relative recentness of the establishment 
of the subsidiaries; secondly, there is the complexity of the Polymer 
operations. Accordingly, the need for trained executives to operate the 
new subsidiaries can be justified. However, the point to be raised is 
whether this policy will change over time. 


The operations of the parent, Fraser Companies Limited and its 
subsidiary Fraser Paper sre perhaps the most highly integrated of the 
firms studied. The Board of Directors and the senior personnel of the 
subsidiary are essentially the same individuals. Here, the proximity 
of the two operations plus their integration probably account for the 
policy of personnel integration. 


Moore Corporation is another interesting example of personnel 
integration. Not only are Canadian personnel sent to run the subsidiaries 
but the senior managerial positions within the parent and subsidiaries 
are also the same individuals. In 1954, the general manager of two of the 
three divisions of the business forms subsidiary as well as of one of 
the equipment subsidiaries were Canadians, originally at least. This 
example illustrates at least one of the problems of merely determining 
the nationality of the executives. After a time, as in the case of Moore, 
perhaps five to ten years, what difference does it make that a Canadian 
4s the General Manager of an American subsidiary? The answer to this can 
only be empirically determined, and then only in an inferential manner. 
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Other companies follow what would appear to be a highly 
decentralized operation in the sense that executives of the parent 
officially have very little to do with the subsidiaries. One such 
example is Cominco. In 1964, only two of the senior personnel in the 
parent was listed as holding a post 4n one of the four subsidtaries. 

Of course, the senior personnel of the subsidiaries may have had earlier 
affiliations with the parent. 


Interesting examples of parent-subsidiary relationships 
are those of Salada Foods and Crush International. In both cases, the 
President of the American subsidiary became President of the Canadian 
parent. In the case of Salada, the person in question appears to have 
been sent down to the subsidiary for training. However, there is no 
such indication that that is the case in Crush's situation; indeed, 
the new President may have been an American. 

EL 

There are very few examples of the influence of parent 
on subsidiary policies. One of the few concerns, Canadian Breweries, 
is highly suggestive of the potential influence of the parent. In 1965, 
as the case profile outlines, one of the plants of the American subsidiary 
was closed dow after only two months of operation. The officers of the 
parent were highly critical of the management of the American subsidiary. 
Although the executives of the parent stated that because of American 
law they could only "collaborate" with the gubsidiary and not issue 
orders to it, Navertheless, two Canadians were sent down to "strengthen" 
the subsidiary. Subsequently, two of the plants were sold. Officially, 
sale was on the recommendation of executives of the subsidiary. 


Another example, again relating to Canadian Breweries, 
suggests the influence of parent on subsidiary operations. In 1962, 
subsequent to the purchase of the Beamish and Crawford Brewery, an ex- 
tensive expansion was undertaken. Although management of the subsidiary 
remained intact, the new International Division of the parent was 
responsible for planning and executing the whole expansion program. 
LY. 

Thus far examples of personnel and policy {ntegration of 
parent and subsidiary operations have been cited as they relate to the 
age of the subsidiary, the complexity of its operations and problems it 
encounters. Integration may also result from the development of production 
integration. Such may be the case with Moore which is a vertically in- 
tegrated firm in that the business forms subsidiaries rely on the machinery 
subsidiaries for their equipment. A similar example could be Polymer 
where the French subsidiary which produces specialty rubber may be highly 
dependent upon the butyl plant in Belgium. Accordingly, the firm may 
require highly centralized operations to ensure satisfactory operations. 

V 

Fxeamples might also be given to illustrate the deficiencies 
of the definitions of direct investment with their supposed concomitant 
result of "control". Moore Corporation has three associated companies 
in which Moore has a 49%, a 45%, and 20% interest. Yet her influence 
over the operations of these companies may be far greater than her interest, 
or investment, would suggest. This influence would result not so much 
from the degree of ownership held by Moore but® from experience in the 
field and control of specialized machinery produced by wholly owned sub- 
sidiaries and not sold to others. A gimilar case can be made for Cominco 
which has minority interests in two firms in India and Japan but may have 
majority influence because of her experience and developed state on her 
technology. 

VI 

Little information is available from the case studies to 
permit valid compariscis between Canadian owed direct investment firms 
and foreign owned Canadian direct investmen> firms. Do they operate any 
differently? If so, in what way? Are the differences the function of 
differences in the nationality of ownership? Unfortunately, no information 
is available. 
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Comments on the Corporate Citizenship of 
Firms within Host Countries 


I 


The issue of corporate citizenship is one that 4s introduced into 
every discussion of the economic costs and benefits of direct investment. 
In most discussions, however, the term is used very ambiguously and means 
different things to different people. It 4g the intention here to define 
corporate citizenship and then relate, where possible, the definition pro- 
posed to examples drawn from the firm profiles. 


Il 


There are several levels of corporate citizenship. The most 
elementary level is analogous to that of the individual citizen. This level 
has two aspects to it. The first is the passive aspect in that the citizen 
accepts the laws of the state in which he resides. At what could be called 
the more active level of this type of citisenship, is the participation of 
the citizen in community affairs and contributions he makes to charitable 
and educational institutions. Generally, one could call this type of acti- 
vity the overt menifestations of "civic consciousness". There are several 
examples of this elementary type of citisenship at the corporate level. 
Alcan's subsidiary in Jamaica accepted the laws of Jamaica which require 
that any land being mined must bs developed agriculturally by the owner of 
that property. Accordingly, in Jemaica, Alcan has diversified into agri- 
cultural development and cattle ranching. Another example is that of Con- 
gumer's Gas which agreed that its subsidiary would not increase retail 
prices in the United States following the fixing of higher rates by Canadian 
authorities. 


An example of a corporate citizen that was accused of not follow- 
ing the laws involves Canadian Breweries. It was suggested in 1956 that 
Canadian Breweries, through its subsidiary, Carling Brewing Co. in the U.S., 
was attempting to monopolize the market and engaging in illegal price 
cutting. At one point bills were introduced in four United States’ legis- 
latures that would have prevented the subsidiary from selling beer in the 
States concerned. An example of 4 similar nature involves Alcan Aluminun 
which withdrew an application to purchase a smelting company in the United 
States after objections were raised by the Department of Justice. 


Moore Corporation has apparently followed a policy of encouraging 
its personnel in the United States to participate in community activities. 
From the little information available, it appears that this policy was 
appreciated by the communities in which Moore subsidiaries were located. 


Little information is available, however, that might indicate the 
degree to which foreign subsidiaries did follow an active policy of citizen- 
ship as defined above. Judging from the limited amount of legislation that 
was prompted by subsidiary activity, it would appear that most subsidiaries 
were passive citizens at least. 


vient 


It is questionnable whether such criteria such as local legis- 
lation, court actions, community participation and corporate, charitable 
giving are valid (or at least ae eae for evaluating the 
corporate citizenship. On the one hand, these may reflect mere acceptance 
of the laws (which one would expect as normal), and on the other hand, they 
may reflect a concern with public relations. Thus it is necessary to exam- 
ine the definition and manifestations of corporate citizenship more closely. | 


Iv 
The essence o: corporate citizenship is to be found primarily not 
in the degree of participation ol a gubsidiary's officers in community 
activities or in the amount of corporate giving to charity and education, 
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but in the kinds of decisions a company's board and management make with 
respect to productions, planning, financial policies and so on as they 
affect the economy of the host country. Good corporate citizenship requires 
that in making decisions in these areas, the company will be aware of, and 
accommodate itself to, national objectives. 


Thus, to be a good corporate citizen, a direct 4nvestment firm 
should make decisions that relate to the Nostablishment of a community of 
interest" between the foreign countries and the Canadian firms resident 
therein. Unfortunately, however, for the purposes of this study, no intorma- 
tion wag available upon which to judge whether or not Canadian firms abroad 
are good or bad corporate citizens. 
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CHAPTER 12: PART A 


Speculation about the Interdependency of 
Canadian Federal Government Policies Regarding 
CDIA and U.S. Federal Government Policies 


Regarding the U.S. Balance of Payments 


I 


How might the U.S. Federal Government react if the Canadian 
Federal Government decided to pursue an active and selective policy of 
encouraging a greater proportion of new private investment to flow from 
Canada to countries other than the U.S.?7* What would be the likelihood 
of the U.S. Government eliminating the favourable preferential 
treatment that Canada currently receives with respect to the Federal 
Reserve Board's guidelines to U.S. financial institutions under the 
Voluntary Program to Improve the U.S. Balance of Payments? What would 
be the likelihood of the U.S. Government applying (via the Department 
of Commerce) additional moral suasion on U.S. firms with direct invest- 
ments in Canada (and particularly, perhaps, on those which have direct 
investments abroad from their Canadian located subsidiaries) under the 
Voluntary Program to Improve the U.S. Balance of Payments? What would 
be the likelihood of the U.S. Government reducing or eliminating the 
exemption that Canada currently receives from the U.S. Interest Equaliza- 
tion Tax? 


Lt 


To a degree, speculation on such questions depends upon whether 
4t is assumed that the deficit in the U.S. Balance of Payments will be 
a long run deficit or a short run deficit. If it is assumed that it will 
be of a short run one-year duration (a rapid reduction of Use goeitar 
ont flows for the "substantial costs of Vietnam,’ and/or the success of 
the Voluntary Progran, etc.) then speculation on the questions raised above 
4s probably of less significance than if it ig assumed that the U.S. 
deficit is of a chronic nature. The reason for this conclusion is that 
at the present time the Canadian Federal Government does not have an 
explicit policy relating to CDIA let alone a selective policy of encouraging 
CDIA to flow to countries other than the U.S. - Consequently, a time-lag of 
at least a year would likely be required before any such policy became 
explicit and, if the deficit on the U.S. Balance of Payments was considered 
no longer to be a problem by the U.S. Goverment at the time any such 
Canadian policy became explicit, the question of conflict between national 
policies would no longer be a highly significant question. The discussion 
below assumes that the deficit in the U.S. Balance of Payments is a 
chronic deficit (at least 3 to 4 years) and that the Canadian Governnent 
develops an explicit selective policy with respect to encouraging CDIA 
to flow more heavily than at present to countries other than the U.S.within 
the next two years. 


2s 


The U.S. Government's Voluntary Program with the relevant U.S. 
private business interests was launched in early 1965 in an attempt to 
overcome "the persistent deficit" in the U.S. international accounts. The 
program involves "neither specific legislative pce ei compulsory 
participation, nor mandatory standards of ie eenee ie the U.S. Government 
defined a specific national objective and exerts moral suasion on the rele-. 
vant private business corporations and financial institutions to be 
"patriotic" by working towards achieving the defined national objective. 

The aspects of the program relating to financial institutions are administer- 
ed by the Board of Governors of the Federal Reserve System. The aspects of 
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* The policy of discouraging private investment from flowing from Canada 
to the R.O.W. ia touched on only briefly as is the selective policy of 
encouraging new investment to flow more heavily to the U.S. than at 
present. 
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III (continued) 


the program relating to business corporations are administered by the 
Department of Commerce. 


Under the Department of Commerce program, executives of business 
corporations with affiliated enterprises abroad were urged: "to moderate 
the outflow of funds from the United States for direct investment (a 25 
per cent equity definition) in the developed countries"; to repatriate 
Mncome from abroad"; to repatriate "short-term foreign financial 
assets"; to make "the maximum possible use of funds obtained abroad for 
investment purposes"; and, of course, to maximize "export expansion". 

With regard to "the less developed countries, the voluntary program 

seeks to avoid adverse effects on these areas" since it is the national 
objective of the U.S. Government "to encourage American private enterprise 
to assist in the introduction of modern techniques and to help raise 
standards of living in these wer Laem A number of economically under- 
developed countries are considered "developed" because they are "within 
the Sino-Soviet bloc": Cuba, Tibet, any part of Viet Sa anes is 
dominated or controlled by 4nternational communism, etc. ) 


In 1965, Canada was not included within the scope of the direct 
investment target. In 1965, the capital transactions between U.S. parent 
companies and their Canadian affiliates increased gubstantially which 
more than offset the improvement on U.S. direct investment transactions 
with other developed countries. Consequently,* in 1966 the U.S. Govern- 
ment found it necessary to include Canada within the scope of tre direct 
investment target for 1966. This policy was continued in 1967. 4, 


Under the Board of Governors of the Federal Reserve Board, 
U.S. banks were given guidelines to moderate their outflow from the U.o- 
of funds for non-export credits to developed countries and non-bank 
financial institutions were given guidelines to limit their aggregate 
holdings of "covered" foreign financial assets. The banks were asked to 
give special favourable consideration to certain countries, including 
Canada, which traditionally had raised large sums in the U.S. capital 
market.) Of even greater importance to Canada is the special favourable 
treatment given with respect to non-bank financial institutions which 
are the principal purchasers of Canadian securities sold in the Usd 
The Federal Reserve guidelines for non-bank financial institutions while 
asking that they reduce their holdings of Uquid funds abroad including 
those held in Canada, gave Canada favourable treatment for credits and 
Snvestments exceeding ten years in maturity and did not impose any Limit 
on security investments. Of great importance in this latter category has 
‘been Canada's exemption from the U.S. Interest aes gd. Tax (TE. PA) 
of 15 per cent for new issues of Canadian securities. 6 


IV 


Canada is exempt from the U.S. I.E.T. levied on purchases on 
foreign securities from non-American citizens by residents of -the U.5.** 
The main reason for Canada's exemption is that Canada 4s considered to be 
a net contributor to the U.S. Balance of Payments. The d pro quo was 
the commitment Canada made not to yse its exemption to build up foreign 
exchange reserves at U.S. expense.\? The understanding reached between 
Canada and the U.S. is that if and when Canada's foreign exchange reserves 
go above $25 POLL LION (iso. )5 the Canadian Goverment would reduce its 
reserves (by purchas’ng, for example, Canadian bonds held in the U.S.) A8) 


es aa eT 


* It should be noved that the U.S. Government recognizes "that we have 
a large and currently growing export surplus with Canada". Andrew 
Brimmer, U.S. Assistant Secretary of Commerce for Economic Affairs.(9) 


*# There is apparently a leakage flow: U.S. citizens in Canada signing 
owmership affidavits on pehalf of residents of phe U.S. seeking to 
evade the tax a3 it applies to other countries. 10) 
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V 


It is conceivable that the Canadian lederal Government might 
decide to pursue an active and selective policy of encouraging a greater 
proportion of new private investment to flow from Canada to countries 
other than the U.S. (The concern here is with CDIA only.) There are a 
number of possibilities: 


1. <A policy designed simply to increase the relative 
accumulation of CDIA in non-U.S. countries (perhaps 
based on an economic diversification argument or on 
a purely political argument). 


2. <A policy designed to increase the relative accumulation 
of CDIA in Western Europe particularly, for example, 
France (perhaps to foster greater economic and non- 

——— -economic linkages). 


3. A policy designed to increase the relative accumula- 
: tion of CDIA in the Carribean (perhaps to strengthen 
Canada's influence in this area). 


4. A policy designed to increase the relative accumulation 
of CDIA in the Commonwealth countries, both in the 
economically developed countries (Australia) and in 
the so-called economically underdeveloped countries 
(Ceylon). 


5. A policy designed to increase the relative accumulation 
of CDIA in the economically underdeveloped countries 
of the World including, perhaps, Cuba. 


If there were active Canadian Federal Government intervention 
via for example, special selective CDIA guarantees to encourage CDIA 
to flow to, and accimulate in, specific countries or groups of countries 
-other than the U.S., Canada would be open to three related charges by 
the U.S. Federal Government. 


First, other things being equal, Canada by encouraging a 
relative shift of CDIA away from the U.S. would become less of a net 
contribution to the U.S. Balance of Payments in both the short run and in 
the long run (dividend payments on CDIA from the U.S. would, however, tend to be 
less than they otherwise would). This charge would take on a particular 
significance since there has been, for the 1954-1964 period, a relative 
geographical shift of CDIA away fromthe U.S. to the R.O,W.: the U.S. 
share of CDIA assets being 60 per cent in 1964 compared to 76 per cent 
a decade earliers4l/Tis shift has taken place without an explicit consis- 
tent Canadian Federal Government policy on CDIA. 


Secondly, Canada by encouraging a relative shift of CDIA away 
from the U.S. would become a more attractive and apparent "leakage" point 

for U.S. savings and investments. This second argument would take on 

a particular significance since non-residents of Canada, including 

residents of the U.S. have substantially increased their relative equity 

share of CDIA assets: the non-resident shart being 39 per cent in 1964 

compared to 30 per cent a decade earlisr. 12 


Thirdly,and relatedly, Canada by encouraging a relative shift 
of CDIA away from the U.S. would, at the aggregate savings level (albeit 
one step removed), simply be using U.S. savings to finance Canadian direct 
investment in countries other than the U.S. This argument could be put 
in a specific context: Canada, by creating special incentives for CDIA 
to flow to countries other than the U.S., would beusing a backdoor alterna- 
tive technique of reducing potentially excessive Canadian foreign exchange 
reserves. And this would be breaking the spirit of the guid pro quo 
understanding reached about Canada's exemption from the 1.E.T. and aspects 
of the U.S. Voluntary Program for financial institutions. 
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VI 


The U.S. Voluntary Program to Improve the U.S. Balance of 
Payments is @imed at developed countries and those economically underdeveloped 
countries defined as "developed" because they are "dominated or controlled 
by International Communism". Countries such as Australia, New Zealand, the 
Bahamas and Bermuda are also considered to be economically eeteped Canada 
4s among those countries which receive special favourable treatment under 
this program. It seems doubtful that the Canadian Federal Government, if it 
so desired, could actively encourage by specific and selective policy measures 
CDIA to accumulated in those countries to which the U.S. Voluntary Program 
applies without considering the possibility of retaliation by the U.S. 
Government. * 


If the Canadian Government, as a matter of policy, decided to 

- encourage the accumulation of CDIA in the economically underdeveloped 
countries of the world, the likelihood of U.S. Government retaliation 
could be expected to be somewhat less since the U.S. Government seeks to 
avoid any adverse effects of its Voluntary Program on these countries 
(excluding Cuba, etc.) 4/But the logic of this line of reasoning may have 
a serious flaw: the U.S. Government, by exempting certain underdeveloped 
countries from its Voluntary Program, receives the potttical credit; it 
would not receive the political credit for a Canadian initiative in in- 
creasing the accumulating of CDIA in the underdeveloped countries. 


Finally, if Canada and Cuba reached an agreement to incourage 
the flow of CDIA to Cuba, the U.S. Government might be expected to 
retaiiaté on economic and/or political gréunds. 


VII 


’ The above speculative comments concerning possible potential 
constraints on unprobable aspects of Canada foreign and/or commercial 
policy of the current U.S. concern for its defined "chronic deficit in 
its international transactions", must be taken as speculation based on 
such assumptions as,noted earlier. The attempt to relate CDIA to present 
U.S. policy with respect to the U.S. balance of payments was done in 
order to suggest their inter-related implications. There are definitely 
logical implications. Tne extent of the econombe {implications (U.S. and 
Canada's balance of payments, for example) would have to be explored in 
much greater depth thanydone in this report as would the political 
implications. is 


VIII 


It might be noted that one political argument in Canada for 
Canada not encouraging a greater acuumulation of CDIA is that the 
present degree of contiel of certain sectors of the Canadian economy 
by non-resident private investors via their direct investments could 
be reduced to some extent without economic cost to Canada by simultan- 
eously discouraging the further accumulation of CDIA (CDIA assets are 
21 percent of FDIC assets)~\15) 


Ix 


The question of the reaction of the U.S. Government to a 
specific Canadian Government policy encouraging CDIA to accumulate in 
the U.S. is not explored. The expection might be that the U.S. would 
welcome such a policy as contributing, in the short run at least, to 
the solution of its current balance of payments difficultias. 


ne 


* It might be noted that the removal of Canada's exemption under the U.S. 
I.E.T. would have an important effect on the ability of the provinces 
and municipalities to raise funds in the U.S. at a reasonable rate. 
This could affect Canadian federal Government policy with respect to 
CDIA. 
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Dimmer enema ca ein, gO MELT GPRaLO = ie 


Text: Andrew Brimmer's Remarks..+., op.cit., p.6. 


ny.S. Tax: It Could Apply Here; Ottawa Waits, With Fingers Crossed," 
in Financial Times of Canada, Vol. 56, No. 7, June 10, 1967, Montreal, p.4. 


Text: Andrew Brimmer's Remarks...-, op-cit., ped. 
"U.S. Tax: It Could Apply Here;y...., op-cit. 


"Changes in the Relative Geographical Distribution of CDIA (Assets), 
particularly 1954-1964", Part 6, Chapter 5, of this Report. 


"Non-Resident Equity and Control of CDIA, particularly 1954-1964", 
Part 17, Chapter 5, of this Report. 


Statement by Secretary of Commerce John T. Connor..., op.cit., p.8. 


Ibid 


"Foreign Investment", Robert W. Thompson, in The Canadian Morun, 
Vol. XIVIL, No. 556, May 1967, Toronto, p.38. (",..to the extent that 
more Canadian capital was invested at home, the need for foreign capital 


would be reduced. ") t 
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CHAPTER 12: PART B 
Canada's Foreign Aid Program and CDIA 


‘ 


There are several questions that can be asked about the relation- 
ship between CDIA and attempts by the Federal Government to assist the 
economic growth of the underdeveloped countries. 


l. To what extent has CDIA flowed to, and accumulated in, under- 
developed countries and what "trends", if any, are evident, 
particularly since 1954? 


26 Does present Canedian Government policy with respect to 
assisting the economic growth of the underdeveloped countries 
incorporate CDIA as one of its instruments? If CDIA is such 
an instrument, what does the Canadian Government do to 
encourage the flow of such private investment to underdeveloped 
countries and how successful have such attempts been? If 
Canada's present policies with respect to underdeveloped 
countries do not attempt to influence the flow of CDIA to 
underdeveloped countries, should the Federal Government attempt 
to influence (encourage/discourage) CDIA in the future? 


3. What Government policies and techniques might encourage /dis- 
courage the flow of CDIA to underdeveloped countries? 


he What might be some of the possible economic and political bene- 
fits and costs to Canada of greater Government incentives to 
encourage the flow of CDIA to underdeveloped countries? For 
instance, is there a general net economic cost or a general 
net economic benefit to Canada from an increased annual 
increment of CDIA in the underdeveloped countries? More 
specifically, how might the U.S. Federal Government react to 
an explicit policy of such incentives? Conversely, what might 
be some of the costs and benefits to Canada of pursuing a 
"heutral" policy, or a "negative" policy? 


These few questions are discussed in the above order, below. 
re 


The given geographical distribution classification of CDIA by DBS 
{mposes limits on an analysis of CDIA in underdeveloped countries. A specific 
country-by-country classification of CDIA, or a group classification of 
"underdeveloped countries" and "all other countries" (on the basis of a U. Now 
classification), is required before proper analysis can be applied tc this 
aspect of CDIA aggregate statistics. It should also be remembered that the 
Canadian dollar value of CDIA assets in any given year is the total value of 
CDIA at the end of that year and consequently the figure includes not only 
the flow of direct investment from Canada and investment from retained earnings 
abroad but also any revaluation of the book value of CDIA assets that may have 
been made, changes in tne external value of the Canadian dollar in terms of 
the ‘currencies of all countries, etc. It is not possible, therefore, from 
the DBS statistics to determine what proportion of the annual increment in 
CDIA is the result of real capital accumulation. However, some speculation is 
possible on the basis of the available DBS statistics and classifications. 


If it is assuned that the countries grouped geographically as South 
America, Other America, Asia and Africa are representative of underdeveloped 
countries, then the following general results are obtained. Between 1954 and 
1964, the relative proportion of CDIA assets in the more economically developed 
countries (U.S., U.K.) and groups of economically developed countries (Europe, 
Australasia) declined from 88 per cent of the total to 84 per cent of the 
total. There was also a slight decline in the relative share of Africa, 
particularly in the non-South Africa area of Africa. The increase in the 
relative share of the R.O.W. (mainly the underdeveloped countries) took place 
in Other America almost entirely. ‘This last point should be emphasized: Asia, 
Africa and Latin America combined did not increase their aggregate relative 
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share between 1949 and 1964 (8.4 per cent in 1949 and 8.5 per cent in 1954) 
whereas the relative share of Other America did increase (2.7 per cent in 

1949 and 7.6 per cent in 1964). Other America includes sterling area countries 
and French and Dutch possessions in the North, Central and South America 
hemispheres. Further case-study research may indicate that the expansion of 
two or three CDIA firms in Other America accounted for most of the absolute 
increase in CDIA assets in that area (and consequently the relative upward 
shift for the area). For example, the number of employees of Alcan in the 
Caribbean increased from 6,683 in 1954 to 8,464 in 1904 and for South America 
(which overlaps with Latin America and Other America) the number of employees 
increased from 2,315 in 1954 to 5,798 in 1964. Massey-Ferguson also expanded 
their CDIA assets in Other America. The expansion of Salada Foods Ltd. via 

the British Honduras Fruit Company and Shirriff's (Jamaica) Ltd. was also 
important. Real estate interests may also be significant. Further research 
along these lines is clearly required. It is worth noting, perhaps, that there 
48 a very small absolute amount of CDIA in Asia and Africa where the great bulk 
of the people of the underdeveloped areas of the world live (excluding Mainland 
China). 


Relative Geogrephical Distribution OL CDLA (Assets) , percentage relative shares 


Use ren, Latin Other 
Total Eu Au alaa America America Africa Asia 
1949 1.00.1 89.0 Sisal. Peli Pdegch Salk 
1954 100.1 88.0 48 SHES 3.0 oJ 
1964 100,9 83.9 et yids ne?) a 


In terms of growth rates for the 1954-1964 period, the developed 
country category and Africa had a 98 per cent increase and a 35 per cent 
increase respectively compared to a total growth rate of CDIA of 107 per cent. 
Latin America's growth rate was only slightly greater than the total CDIA 
growth rate and Other America and Asia were substantially greater than the total 
growth rate. (It should be emphasized that for the 1949-1964 period the growth 
rates for Asia, Africa and Other America would be calculated from very low 
absolute dollar-values in the base years: $10 million, $20 million and $25 
million respectively in 1949). It should also be remembered that the change 
in the dollar-value figures are net figures: there has, for example, been 
disinvestment in India by Ford and Sun Life. It is likely that the net dollar— 
value increase in Asia is the result of the expansion of Alcan in India. 


Relative Geographical Distribution of CDIA (Assets), $ million and Growth Rates 
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Europe Latin Other 


__Total Australasia _America America _Africa  _ Asia 


$ 1954 $ 1954 $ 1954 $ 1954 $ 1954 $ 1954 
100 of 100 100 100 100 100 
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The general conclusion can be made that CDIA made a great absolute 
dollar-value contribution in 1964 to the underdeveloped countries as a group 
than in 1954 (and 1949) and that, relatively speaking, the underdeveloped 
countries as a group were more favourably "treated" (in terms of the allocation 
of CDIA) in 1964 than were the developed countries compared to 1954 (and 1949). 
It cannot, however, be concluded from the above data that, for example, as a 
proportion of total domestic investment of the underdeveloped countries the 
annual increment in CDIA made a greater contribution to their capital tormation 
in 1964 than in 1954. Nor can it be concluded that in real per (Canadian) capita 
terms, there has been an increase. The use of additional data would be required 
to suggest answers to these kinds of questions. Additional data would also be 
required to note whether or not the annual increment of CDIA in underdeveloped 
countries has changed since World War Ii as a percenta;re of the dollar value 
of Canadian Government financed forms of aid and private capital flows. While 
this additional data 1s available, time does not permit more than a raising of 


._ the questions in this Report. 
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At the present time, the Canadian Government does not appear to 
have an explicit or specific policy of encouraging or discouraging CDIA 
to flow to, and accumulate in, underdeveloped countries. As is discussed 
below, certain Federal Government policies (designed to achieve other objectives) 
have an incidental side effect on the flow of CDIA to underdeveloped countries: 
some having an incentive side effect and others having a disincentive side 
effect. Even though the net effect may be to encourage CDIA to flow to the 
underdeveloped countries (only two examples are given), it does not appear 
that this is the result of an explicit policy designed to have this effect. 
It 4s reasonable to say that the Federal Government does not have a policy; 
it is at best a "non-policy". 


There are a few inadequate indications that actual specific Government 
policies in the past have tended to create disincentives to the flow of CDIA 
to underdeveloped countries (judged in terms of particular comparisons). It is 
Ampossible to quantify what the accumulation of CDIA in the underdeveloped 
countries would have been if such Government policies had been different. For 
example, up to less than a year ago Canada's Trade Commissioners (Department of 
Trade and Commerce) were instructed to pursue a so-called "neutral" policy with 
regard to Canadian residents (firms and individuals) engaged in or contemplating 
direct investment abroadsy the Trade Commissioners were instructed neither to 
promote, facilitate or encourage CDIA nor to put any barriers in the way of 
Canadian residents involved in CDIA. The primary function of the Trade 
Commissioners was to favour exports from Canada over CDIA, that is, CDIA was 
leas competitive with its partial substitute, exports, in the shor{jrun than 
it would have been if the Trade Commissioners had given equal attention to 
actual and potential CDIA compared to the attention given to exports. 


On the other hand, certain provisions of the Canadian Income Tax Act 
appear to have had an incentive effect on the flow of CDIA from Canada to the 
underdeveloped countries. (Whether or not the relevant provisions in the 
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direct investment in a foreign corporation -- at present where more than 25 

per cent of the voting shares are owned -- are exempt from Canadian corporate 
income tax on receipt in paueds The only condition for this exemption is the 
required degree of ownership. 1) Since underdeveloped countries as a group may 
tend to have lower withholding taxes on dividends of foreign subsidiaries 
located in their countries and lower corporation tax on profits ("tax holidays") 
than the developed countries as a group, the effect of the Canadian tax provision 
with respect to dividend earnings from CDIA (25 per cent ownership definition) 
increases the relative attractiveness of Canadian direct investment in under- 
developed countries compared to developed countries. The Royal Commission on 
Taxation notes that there is evidence "that the provision has offered the 
possibility to use Canada itself as e tax haven for international business. 
Data...show that...a very substantial part of the dividends reported under this 
section has originated in jurisdictions imposing little or no tax, and that a 
very high proportion of these dividends has been received in Canada by holding 
companies not having a substantial mane ear economic interest but representing 
for the most part foreign ownership", 2) As noted in the section on the 
aggregate etatistics, the geographical distribution of dividend receipts on 
CDIA has shifted away from the U.S. to the R.O.W.: For the period 1946-1953 
dividend receipts on CDIA (DBS definition) from the U.S. accounted for 
approximately 50 per cent of the total whereas for the period 1960-1965 they 
accounted for approximately 40 per cent of the total. It should be noted here 
that the geographical distribution of CDIA assets under the DBS definition need 
not necessarily be the same as the geographical distribution of CDIA assets 
under the Tax Division's definition: there is evidence to suggest that 
geographical distribution of the external assets of firms located in Canada which 
have between 25 per cent and 50 per cent ownership of foreign companies is 
heavily concentrated outside of the U.S. 


It may be that there are two underlying implicit assumptions 
(particularly in the minds of Government policy-formulators) concerning the 
possible role of CDIA in Canada's economic assistance to underdeveloped countries. 
These two assumptions may pose a dilemma for Government decision-making on a 
greater role for CDIA. First, there is the assumption that private direct 
investment from Canada in the underdeveloped countries does contribute to 
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public statement it might be concluded that the U.S, Government would py4 
exert-additional moral suasion on U.S. companies with subsidiaries © Canada 
which have CDIA not to take advantage of special Canadian Government ir-e:.tives 
to encourage CDIA to underdeveloped countries (with the exception of an. 
underdeveloped country "which is dominated or controlled by"International 
Communism’, such as Cuba). Or, more economically harmful to Canada, withdraw 
Canada's current relatively favourable treatment under programs guch as the 
U.S. Voluntary Program to Improve the U.S. balance of payments and the 
_.Interest Equalization Tax. Such-a policy by Canada mignt not, therefore, 
result in an ec‘nomic cost to Canada brought about by U.S. Government 
retaliation. If the U.S Government did retaliate, Canada would certainly 
have the "moral initiativein the dispute both internationally and domestically. 
For the U.S., it would be the wrong issue to choose. 


While there are many political aspects relating to the question 
of CDIA and Canada's foreign aid flows and private capital flows, the following 
two arguaents may be of special interest. 


In its calculations of the amount of official aid flows and private 
capital flows made by a country, the United Nations includes private direct 
investment. Assuming that Canada has a policy objective of contribution 
2 per cent of G.N.P. to the underdeveloped countries in 1970, many methods 
could be used to reach this objective. Part of the increase could come from 
private capital flows, including direct investment. The greater the degree of 
reliance on private capital flows the less is the burden on Government revenue 
resources. In terms of domestic politics, a relatively greater thrust in 
foreign aid via CDIA as opposed to Government aid finance via domestic taxation, 
might be more palatable politically given the current assumption among som 
Canadian business men and politicians that the percentage share of Government 
tax revenue to G.N.P. is high enough. Assuming a $60 billion Canadian G.N.P. 
in 1970, a 2 per cent level of Government foreign aid and private capital flow 
(A4ncluding purchases of World Bank bonds) would amount to $1.20 billion. A 
possible division between annual increments of Government foreign aid and 
private capital could te 80 per cent and 20 per cent respectively in the early 
1970's. This would mean an increment of $240 million of private capital in 
1970. Assuming a 50-50 split between direct investment and portfolio investment, 

_an increment in CDIA of $120 million would tbe called for. In 1964, total CDIA 
assets in Asia, Africa, Latin America and Other America totalled only $542 million. 
The increment between 1963 and 1964 was only $36 million. A goal of $120 million 
for 1970 would certainly be a challenging goal for Canada's business leaders. 


The second political argument is an argument against Canadian 
Government policy encouraging private investment, including CDIA, to the under- 
developed countries. The arrument is that the present degree of control of certain 
sectors of the Canadian economy by non-resident private investors via their 
direct investments could be reduced without economic cost to Canada by simultaneously 
"bringing home" CDIA (which is 21 per cent of foreign direct investment in 
Canada. in terms of assets). This somewhat mechanistic argument glosses over 
many problems, particularly that of the degree of non-resident indirect ownership 
of CDIA. While it ig also an argument that primarily pertains to developed 
countries rather than underdeveloped countries (since CDIA is heavily concentrated 
in the former), the impact of policies based on the acceptance of the argument 
would nevertheless have an adverse effect on the economies of the underdeveloped 
countries. To the extent that those who favour this argument also favour 
assisting underdeveloped countries, selective measures limiting the impact of 
such policies on underdeveloped countries (the solution adopted by the U.S. in 
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* The logic of this line of reesoning may have a serious flaw: the U.S. 
Government, by exempting non-"Sino-Soviet bloc" underdeveloped countries 
from the adverse effects of its Voluntary Program, receives the inter- 
national political credit; it would not receive such credit ior a Canadian 
initiative in increasing the accumulation of CDIA in such underdeveloped 


countries (See Part A of this chapter). 
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their short-run and long-run economic growth.* Secondly, there is the assump- 
tion or belief that Canadian (resident) private saving/investment 1s needed {> 
Canada and its outflow should not be specifically encouraged (neither to under- 
developed nor to developed countries). This latter assumption may be contained 
in The Report of the Royal Commission on Taxation; whether or not it is also 
{mplicitly prevalent in official Government thinking is most difficult to say . 
and if it is prevalent, the assumption may be undergoing serious critical 
examination. 


These two assumptions need not necessarily be in conflict, for it can 
be argued that the economic benefits of CDIA (4n underdeveloped countries) to 
Canada in the long-run more than outweigh the economic costs to Canada in the 
shorter-run and the long-run and that there is a net economic advantage to the 
underdeveloped countries, via, for example, external economies ("demonstration 
effects"). This general question is most complex and requires a great deal 
more study. Related to the economic costs are the political costs and benefits 
some of which have been mentioned in Part A of this chapter. Other aspects are 
touched on below (in sub-section V). 


Canadian Government policy in this area may be in a state of transition. 
For example, within the last year, Canada's Trade Commissioners were instructed 
by the Department of Trade and Commerce to assist Canadian businessmen either 
actually engaged in CDIA or simply inquiring about possibilities for CDIA. The 
Commissioners now attempt to look at existing CDIA and potential CDIA in its 
full long-run context. One argument now receiving currency is that if a Canadian 
firm does not establish CDIA facilities abroad (even resulting in total or 
partial replacement of existing Canadian exports in the short-run) that some 
other firm from some other country might very well do so with the result of a 
loss of Canadian exports, It could be that such cases are more likely to occur 
in the underdeveloped countries than in the developed countries; such a hypothesis 
would have to be carefully tested. It may also be the case that the Canadian 
Government is pressing internationally for greater private capital flows (inclu- 
ding direct investment) from the developed countries to the underdeveloped 
countries and ways of encouraging, on a multi-lateral basis, a greater flow. 
What may be of significance here is not the quantitative impact these possible 
specific changes of policy will have on CDIA but that the change represents a 
fundamental change in thinking concerning the relationship between CDIA and 
Canadian Government policy: it may mark an opening of the door for CDIA to play 
-an explicit role in Canada's foreign aid program. Whether or not Government 
policy should encourage CDIA to flow to, and accumulate in, underdeveloped 
countries is touched on below (in sub-section V). 


IV 


There are a number of Government policies and techniques which could 
be used to encourage a greater flow of CDIA to the underdeveloped countries. 
Revisions of Canada's tax agreements with specific underdeveloped countries 
could strengthen their corporation tax-holiday incentives; Canadian Government 
investment guarantees to firms interested in CDIA would reduce private 
uncertainty-bearing. The Government could publish booklets on CDIA opportunities 
in specific underdeveloped countries to improve knowledge. (In the 1950's the 
U.S. Bureau of Foreign Commerce put out a number of publications on countries 
such as Pakistan, Nigeria, Central America, Cuba which give "basic information 
for United States! business men".) Another specific strategy could be for 
Canada to treat certain underdeveloped countries as equivalent to Canada for 
purposes of private investment, for example, an investment in Trinidad would 
be considered to be an investment in Canada (a branch of Canada Industrial 
Development Bank might be established in Trinidad). Special incentives to 
branches of Canadian Chartered Banks operating abroad to assist Canadian business 
men interested in CDIA could also be created: this linkage between a foreign 
country's private banks abroad and the same country's business firms interested 
in direct investment may sometimes be a necessary condition for new direct 
investment taking place. Aspects of Canada's external aid program could be 
geared into creating opportunities, incentives and external economies for possible 
private flows of direct investment in particular small countries. Canada could 
also play a greater leadership role in promoting international techniques to 
encourage the flow of direct investment irom the rich nations (including Canada) 
to the poor nations. This last multi-lateral sossibility might possibly be in 
conflict with other strategies of a bi-lateral nature. For each specific 


* By no means is this assumption regarding direct investment (as opposed to 
portfolio 4nvestment) accepted by all policy-makers or economists in either 
the underdeveloped countries or the developed countries. 
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policy measure it would be important to consider not only its administrative 
practicality but also the aiternatives to it for achieving the given goal 

with a view to determining the maximum economic benelits and alternative costs 
to Canada (and the underdeveloped countries concerned) associated with the 
various alternatives. It is not the purpose of this report to examine this 
question in detail. 


As noted in the section on CDIA and the Report of the Royal Commission 
on Taxation, some of the proposals of the Royal Commission could adversely 
affect the flow of CDIA,including the flow to underdeveloped countries, unless 
"tax-sparing" treaties were signed with these countries. 


V 


Very little can be said in a quantitative way about the long-run economic 
costs and benefits t> Canada of actively encouraging (via specific policies) CDIA 
-to flow to the underdeveloped countries. Besides the general consideration of 
_the implications of the levelling off of the flow of aid and investment from 
the rich countries to the poor countries since 1960, the relative short-run and 
long-run economic advantages and disadvantages (opportunity costs) to Canada 
of the increase in foreign aid flows and private capital flows in the form 
of CDIA compared to loans, grants, tied exports, imports, etc., would have to 
be considered. The argument that certain types of private direct investment 
from a rich country in a poor country results in short-run and long-run 
export—creation from the rich country involved seems to be gaining greater 
support. This can be true in the short-run when the direct investment in 
effect takes place by the flow of capital goods in the form of new equipment 
to establish a branch plant, a wholly-owned subsidiary, or even a joint venture. 
Capital. equipment exports could well continue in the longer-run as well, as 
the foreign operation expands. 


Other types of export linkages are possible. For example, Cominco 
has a 45 per cent ownership interest* in Mitsubishi Cominco Smelting Company 
Ltd. of Japan** which purchases lead concentrates from the Pine Point Mines Ltd. 
in the Northwest Territories (69 per cent owned by Cominco). 


CDIA in underdeveloped countries can also be advantageous to Canada 
from the point of view of securing reliable and continuing supplies of an 
essential raw material. (A “cost” from the balance of payments point of view 
could be the generation of imports.) Alcan, for example, has direct investment 
in bauxite mines in Guyana, Jamaica, and the Malay Peninsula, and without such 
sources production, employment and income in Canada could be adversely affected. 
Against the economic benefits must be put the economic costs,some of which are 
the use of savings in Canada for investment overseas rather than for investment 
in Canada and the flow of Canadian entrepreneurial talent overseas. Many 
economists consider both factors to be relatively scarce factors of production 
4n Canada. There is also the fact that, from the Government revenue point of 
view, the Government gains less direct revenue from a given amount of investment 
abroad than it does on the same amount of domestic investment. While a precise 
measure of the net economic advantage or disadvantage to Canada of a greater 
flow of CDIA is certainly in order, this report can do little more than raise 
some of the questions. (¥or example, what is the economic benefit to Canada 
of the recent Federal Government policy encouraging Canadian business men to 
leave Canada for periods in their productive lives to serve in underdeveloped 
countries?) 


There seems little reason to believe that the U.S. Federal Government 
would look unfavourably at special programs by the Canadian Government to 
- encourage CDIA to the underdeveloped countries. The U.S, Voluntary Program 
to improve the U.S. balance of payments "seeks to avoid adverse effects on these 
areas" since the U.S. Government wishes "to encourage American private 
enterprise to assist in the introduction of oe techniques and to help 


raise standards of living in these countries". Solely on the basis of this 


* Assuming for the sake of argument that DBS classifies this as CDIA. 


** Assuming for the sake of argument that Japan is an underdeveloped country. 
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{ts Voluntary Program) would have to be designed. * (This last statement 
assumes the acceptance of the assumption that the flow of dollars and goods 
and services from Canada to the underdeveloped countries is a valid and 
necessary means, although not the only means, of assisting the underdeveloped 
countries. ) | 


While it can be argued that an opportunity cost of much greater CDIA 
to underdeveloped countries (as well as to the developed countries) is a greater 
non-resident owership and control of certain sectors of the Canadian economy, 
4t seems doubtful that in quantitative terms it would be very great: An 
annual increment of $120 million in CDIA in 1970 is large relative to the 
present increment but it is not large in terms of total investment in Canada 
and would not have a significant net opportunity cost in terms of non-resident 
ownership and control of certain sectors of the Canadian economy. Whether or 
not the greater internationalization of Canada's investment resources via a 
greater and more geographically balance distribution of CDIA would contribute 
to, or be associated with (or simply occur at the same time) a greater inter- 
nationalization of non-resident ownership and control of the Canadian economy 
remains an open and yet unanswered question, 


The economic and political costs and benefits to Canada of its present 
largely "neutral" policy also remains an open end yet unanswered question. 
Similarly with the question of an explicitly "negative" policy. These are 
largely the reverse side of the costs and benefits of an explicitly "positive" 
policy. 


a ene een 


* For example, The Royal Commission on Taxation recommends "tax-sparing" 
treaties with the underdeveloped countries on a country-by-country basis. 
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1. Report of the Royal Commission on Taxation, Queen's Printer, (Ottawa, 
Vol. 4, p.510. 


Oem Ibid, peail 


3. Text of Secreta Connor's Letter to 400 Chief Executives of Companies 


Not Previously Reporting Under the Voluntary Program to Improve the U.S. 
Balance of Payments, Department of Commerce, Washington, D.C. (U.S.), 


January 14, 1966, pp. 2 and 3. 
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CHAPTER 12: PART C 


Some Brief Comments on Some Possible Implications or 
the Royal Commission on Taxation for CDIA 


I 


Some of the recommendations of the Royal Commission on Taxation 
have a direct bearing on CDIA. As the following brie! quotations and 
comments will illustrate, the extent (if not the direction) of the intlu- 
ence cf the Commission's recommendations on the accumulation in, and 
outflow of, CDIA is very much an open question. The Commission itsel: 
recognizes that "because little is known with certainty of the consequences 
of adopting alternative policies", the formulation of policy on taxation 
of international income is most difficult. 


ide 
The Commission recommends the following tax changes. 


The present exemption from tax of certain foreign divi- 
dends received by a resident corporation which is provided 
by Section 28(1)(d) (of the Income Tax Act) should be 
withdrawn. Dividends received from foreign direct invest- 
ment should be grossed-up at an arbitrary rate of 30 per 
cent and a foreign tax credit of the same amount allowed. 
If the dividend was received by a resident individual, then 
the applicable Canadian tax on the grossed-up amount would 
be payable at the time of receipt. However, if the divi- 
dend was received by a resident corporation, no tax would 
be payable until the income was in turn distributed or al- 
located, at which time a withholding tax of 20 per cent 

of the grossed-up amount should be collected so that the 
resident shareholders would be entitled to a tax credit 

of 50 per cent of the grossed-up distribution (the origin- 
al 30 per cent Bate SEP tax credit plus the additional 20 
per cent withheld). 


The Commission notes that "tax sparing" could be authorized by 
treaty on a country-by-country basis to offset an unfortunate side effect 
of the proposal, that is, ae pee adele a of such tax concessions granted 
by underdeveloped countries. 


The Commission believes that Canada's international tax provisions 
"that would permanently impede capital movements in either direction should 
be avoided." It notes that "capital movements may be impeded during the 
adjustment period following the introduction or our integration proposals, 
but it is not put tal i" as a measure intended to produce a permanent 
effect of this kind". \3 


vise 


Professor Dan Thropp Smith makes the following observations 
about the impact of the Commission's recommendations (including the greater 
absolute incentives to residents to invest in Canada as well as the recom- 
mendations relating to international taxation) on CDIA in particular. 


Many of the recommendations in the heport appear....to be 
designed to make Canada economically more sell-contain- 
ed. Canadian capital would tend to be kept at home by a 
combination of inducements to domestic investment and 
penalties against foreign investment.....(A) fundamental 
penalty against foreign investment is thea per cent tax 
imposed as the income from a foreign subsidiary is dis- 
tributed by a Canadian parent corporation to its Canadian 
shareholders. This tax would apply even if a 50 per cent 
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Professor 


EAU 
(Continued) 


tax had been paid by the !oreilgn subsidiary. There 
{s thus an absolute discrimination against iucome 
earned by Canadian corporations through foreign sub- 
sidiaries whenever the foreign tax rate exceeds 30 
per cent. This tax differential would be likely to 
be sufficient to make Canada an inappropriate home 
country for international companies. \4 


Smith also notes that, in his opinion: 


The failure to give full credit for the foreign taxes 
paid where income 4s earned would be contrary to 

what has come to be established international practice. 
Generally, only those countries which 1G thelr 
domestic tax on income from foreign direct investment 
to a very nominal rate, such as France, or those 
countries giving full exemption, such as the Nether- 
lands, fail to give full credit up to the level of 

the domestic tax. As the Report so properly notes, 
this failure by Canada to follow international rules 
would be likely to be resented by the governments of 
the countries where the income was earned. ‘They would 
be justified in retaliating by failing to give full 
credit for Canadian taxes. If other countries did 
retaliate by following the Canadian example, as the 
Report further recognizes, Canada would become un- 
attractive for foreign direct investment, with adverse 
results on Canada's balance of payments and economic 
growth. (5) 


Finally he notes that: 


The proposal that tax-sparing could be recognized by 
treaty would put a heavy task on treaty negotiators; 
until new treaties were in force, Canadian companies 
would be unwelcome guests in foreign countries offering 
tax concessions and would in fact probably be discrim- 
inated against by foreign governments. Under existing 
laws in all other countries, a tax concession to a 
subsidiary of a foreign parent at least benefits the 
subsidiary so long as the income is not withdrawn. 
Under the proposed procedure, the tax foregone up to 
30 per cent would be Bee picked up by the 
Canadian government. | 


Another economist, Professor Robert W. Thompson makes the comment 


The Report adopts the very reasonable position that 
Canadian residents who invest in equities at home 
should receive no less favourable tax treatment than 
if they had invested abroad. In both cases there 
should be integration, for purposes of determining > 
the tax base, of individual income from personal and 
corporate sources with a tax credit being allowed, 
up to a maximum of 30 per cent, for taxes paid to 


‘another government. The net effect of the Commis- 


sion's proposals would be, it is suggested, to make 
investment by Canadians in Canadian equities more 
attractive compared with investment in foreign equi- 
ties than is the case under existing tax laws. And, 
to the extent that more Canadian capital was invested 


thaws 


at home, the need for foreign capital would be reduced.(7) 
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IV 


The purpose of the above quotations was simply to point out 
some of the possible implications of the Commission's recommendations 
for CDIA. Hopefully, the final report of August 31st will contain some 
detailed analysis of those implications. 
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CHAPTER 12: PART _D 


The Implications of the Kennedy 
Tariff Round for CDIA 


Other things being equal, lower tariffs will tend to make 
exports more competitive with new CDIA. 
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CHAPTER 1 


Concluding Comments 
I 

It has been recognized from the outset, and repeated throughout 
this report, that little more could be done in a period of two and a half 
months than to gather together some of the existine and available informa- 
tion on Canadian direct investment abroad. However, it was also recognized 
that the information gathered should be ordered and analysed wherever 
possible in such a way so as not only to throw some light on the specific 
question under study, i.e., CDIA, but also to place it in context of the 


overall study on the structure of Canadian industry, of: which this is but 
one part. 


Ve 


Accordingly, an attempt has been made to accomplish this goal in 
three ways. In the first instance information on the extent and nature of 
CDIA has been collected in the form of aggregate statistics. Secondly, 
acknowledging the fact that the statistics are of limited value in them- 
selves, an attempt has been made to analyse them. This analysis should 
be a critical section of this report not so much for the answers it suggests 
but rather for the attempt to grapple with some of the conceptual problems 
that must be resolved, if the statistics are to be analysed in any meaning- 
ful way. finally, in order to further clarify the statistical data as well 
as to concretize the conceptual problems, profiles on 18 of the original 
33 Canadian firms were drawn up in such a manner as to emphasize their 
direct investment character. 


DET 
Limitations resulting from the quality of the information provided 
by the public sources consulted have hampered the integration of the macro 
and micro data. 
IV 


It is obvious that a great deal more research of a long-run nature 
is required on CDIA. 
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